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SUMMARY OBSERVATIONS

1. Since 1990, Indonesia has continued its
economic reform programme, begun in the mid-
1980s, albeit at a somewhat reducedpace. Trade
and investment reforms introduced in successive
deregulatorypackages, most recently in May and
June 1994, have further opened-up segments of
theeconomy togreaterinternationalcompetition.
Market-opening measures are seen by the
Government as the best means to promote
export-led growth and further diversify the
economy away from oil and gas. The
Government's Sixth Five-YearDevelopment Plan
(REPELITA VI) andthe Second Twenty-Five-Year
Long-Term Development Plan, both commencing
on 1 April 1994, target non-oil export growth as
the primary means of generating economic
prosperity, employment and poverty reduction.

2. During the period 1990-94, Indonesia
maintained impressive economic performance.
Annual real GDP growth remained above
6 per cent, and annual inflation was held to below
10 per cent. Average income levels of currently
US$760 are projected in REPELITA VI to pass
US$I, 000 by the year 2000. Aided by on-going
trade and other market-based reforms, including
investment and financial deregulation, and by
sound stabilization policies, Indonesia's trade
performance and orientation was strengthened,
and its dependence on the oil sector further
reduced. Non-oil manufacturing, increased its
share of GDPfrom 19 per cent in 1990 to over
22 per cent in 1993, and non-oil manufactured
exports more than doubled in real terms to
accoun for over halfofIndonesia 's merchandise
exports. The current account deficit narrowed
to some 2 per cent of GDP in 1993 and, with
substantial capital inflows, has permitted a
healthy build-up in Indonesia's international
reserves.

3. Following a degree ofeconomic overheating
in the carly 1990s, monetarypolicy was tightened
through increased interest rates, the introduction
of prudential bank controls and curbs onforeign
borrowing bypublicsectorenterprises, including

banks. .Thesepolicies were successful in cutting
inflation to under 8 per cent in 1992 and
reducing the current account deficit as a share
ofGDP. Fiscalpolicy, largely controlledby the
balanced budget principle, played a
predominantly neutral stance in economic
stabilization, despite the financing of real
expenditure increases by foreign aid funds.
Currently, a degree ofmacroeconomic imbalance
appears to be re-emerging, following the
Government's relaxation of monetary policy
during 1993-94 to stimulate growth in theface
of deteriorating export performance. Recent
reforms in the foreign investment régime are
intended to stimulate capital inflows; the
Government may, therefore, need to monitor
closely possible inflationary pressures.

4. The flattening of export growth in early
1994 highlights the need for Indonesia to
maintain thepace ofreform in order to improve
economic efficiency and foster internationally
competitive industries. The most recent trade
reforms are an encouraging sign of the
Government's recognition ofthe problems, but
themeasures themselvesarequitemodest; more
yet is needed to overcome the anti.-export bias
of the trade régime and stimulate domestic
competition.

(1) Indonesia in World Trade

5. Indonesia has continued to improve its
position in world merchandise trade, ranking
some 17th in world imports and 18th in world
exports in 1993, compared with 23rd and19th,
respectively, in 1990 (counting the European
Union as a single trading entity), Indonesia's
share of world merchandise trade over this
period grewfrom 1.3 to 1.7per cent.

6. The share of merchandise trade in
Indonesia 's GDP has continued to improve since
1987, reaching over50per centin recentyears.
However, it remains lower than peak levels of
well over 60 per cent recorded in the 1970s.

C/RM/S/52
Page x
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Exports increased their share in recent years,
while that of imports declined slightly. Intro-
industry trade almost doubled between 1985 and
1992, albeit from a low base. Exports of ore
have halved in relative importance to one-third
cf the total, while manufactures have increased
their share from 13 per cent in 1985 to around
half of total exports.

7. Under REPELITA VI, non-oil exports are
seen as the engine for future growth and are
projected to grow annually by 16.8 percent.
However, despite the impressive growth and
diversification oftrade, some worrying signs are
emerging. Textiles and clothing, woodproducts,
especiallyplywood, andfootwear dominate non-
oil manufactured exports, accountingfor around
half of total non-oil exports andfor 50 per cent
of the growth in such exports between 1988 and
1992. Growth in non-oil exports, however, fell
from 28 per cent in 1992 to 16per cent in 1993,
and hasfallenfurther recently. Thisfall can be
attributed principally to declining world prices
for textiles and clothing, as well as to lower
reduced growth in volume because of intensified
international competition. Moreover, export
growth is expected to decline further, partly
because prices for wood products are expected
to increase at a slower rate, or even to fall,
during 1994-95.

8. The bulk ofIndonesia 's trade continues to
be with other Asian countries; these accountfor
two-thirds and one-half of exports and imports.
The share ofJapan, which remains Indonesia's
single most important trading partner, has
declined, especially for exports; this reflects
Indonesia 's diversification out of oil and thefall
in the relative importance ofJapanese investment.
lhe importance of Singapore, the Republic of
Korea and Chinese Taipe. as export destinations
has grown, and this relationship has beer;
reinforced by growing investment links. The
European Union recently edged out the United
States as Indonesia's second most important
trading entity, especially for imports; main EU
markets are the Netherlands, Germany and the
United Kingdom.

(2) Institutional Framework

9. indonesia, a unitary republic headed by
the President, is governed by the People's
Consultative Assembly, constitutionally the
highest authort' ofgovernment, and the House
of People's Representatives. The President
executes policies in accordance with broad
guidelines determined, usually everyfiveyears,
by the Assembly. All laws must be passed by
the Presidentandthe People 's House. Although
government in Indonesia is highly centralized,
provincial governments have some limited
powers cover industrial and agricultural
development. International trade matters, the
responsibility of the national government, are
generally implemented through laws, decrees,
regulations or instructions.

10. Policy-making, directed by the President
through the Cabinet, is highly informal and
centralized. Executive authority rests wi.h the
President. assisted by his appointed ministers,
who need not be parliamentarians. The
Economic Stabilization Council, chaired by the
President, oversees economic, including trade-
related, policies considered by the Cabinet on
Economic Affairs, which comprises the four
Co-ordinating Ministries to which all other
Ministries are responsible. Matters going before
Cabinet are discussed beforehandby ministers,
andagreedinformally with the President. Other
elements in the decision-makingprocess include
the Monetary Board, chairedby the Minister of
Finance, which -formulates monetary policies,
and the Commercial Off-Shore Loan Team
(COLT), which controls foreign borrowing by
public enterprises.

11. Tradepolicy formulation is handled mainly
by the Co-ordinating Ministry for Industry and
Trade, under which the Ministry of Trade
functions. The Co-ordinating Ministry for
Economy, Finance and Development
Supervision, which includes the Ministry of
Finance, also plays an important rôle. Trade
policy changes are initiated by the Ministry of
Trade, through its Directorate-General for
Foreign Trade. The inter-departmental
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Economic Polices Deregulation Team, established
in 1985, continues to play an important rôle in
developing the reform programme. The
investment Co-ordinating Board administer the
investment régime, and allforeign and domestic
investment projects require approval by the
President.

12. The Government interacts bothformally and
informally with theprivatesector in seating trade-
related policies. The main official "umbrella"
body representing private interests before the
Government is the Chamber of Commerce and
Industry (Kadin). However-, the Government also
interacts directly with individual industry
associations, which number around 350. Close
res also exist between the Government and large
business groups. or conglomerates.

13. No independent statutory body, exists in
indonesia to advise the Government on, or to
review, trade-relatedpolicie. The TariffTeam,
an inter-departmental body formed in 1989 to
advisethe MinistryofFinance, continues to fine-
tune"tariffrates and to review industry requests
for tariff assistance. Since the previous Trade
Police Review, the Tariff Team, whose
deliberations are not made public. has
recommended increased duties on certain
products. such as petrochemicals, mainly to
provide infant industry protection;, however,
according to the Indonesian authorities, it has
since been directed by the Government not to
recommend tariffs -eases. The Government also
receives advicefrom . various external agencies,
suchasthe WorldBank, thelMFand theHarvard
Institutefor International Developmen:, as well
as from domestic research institutes, including
the Universiry ofIndonesia and related institutes,
the Centre ofPolicy and Implementation Studies
and the Centre of Strategic and International
Stidies.

(3) Trade Policy Features and Trends

14. Indonesia 's trade andsectoral policies are
set Withintheframework of indicative five-year
andbroader twenty-five yearplans. developedby
the National Planning Agency. The Sixth

Five-Year Development Plan (REPELITA VI) and
the Second Long-Term Development Plan seek
to continue past policies and performance.
Major economic projections of REPELTA VI
include average real annual GDP growth of
6.2 per cent, based on non-oil GDP growthof
6.9 per cent; annual inflation of below
5 per cent; annual non-oil export growth of
16.8 per cent; current account deficits of less
than 1.7 per cent of GDP; and average
employment growth of 2.9 per cent. The Plan
places great reliance on continued economic
diversificationandderegudation toboostexport-
led growth in manufactures and foster an
increased rôle for the private sector.

15. Indonesia is a signatory to the Tokyo
Round Agreement on Subsidies and
Countervailing Measures; the Agreement on
TechnicaI Barriers to Trade; and the Multifibre
Arrangement (MFA). Indonesia has observer
status in the Agreements on Government
Procurement, Customs Valuation, Import
Licensing, Civil Aircraft and Anti-Dumping.
Indonesia has justified many of its trade
restrictions under GATT for infant industry
reasons, and not used Article XVIII:B balance-
of-payment provisions since 1979. Indonesia
participatedactively in the Uruguay Roundboth
individually andas member ofASEANandthe
Cairns Group. The Government has accepted
the Final Act of the Uruguay Round without
reservations thus. by virtue of the Single
Undertaking of the Round, extending its
commitmentsin areacs such as anti-dumping,
customs valuation and import licensing. It has
also signed the plurilaeral Agreement on
Government Procurement.

16. Tariffs are applied on an m.f.n. basis to
the vast majority of imports. Limited tariff
preferences are extended to other ASEAN
members under the Preferential Trading
Arrangement (PTA). and the GSTP. Since
January 1993, along with other ASEAN
countries, Indonesia has begun to implement the
ASEAN Free-Trade Agreement (AFTA), under
which a Common Effective Preferential Tariff
(CEPT) is tobe reduced by 2003, and not
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2008, according to a proposal just adopted.
When fully implemented, maximum tariffs of
5 per cent will apply so intra-ASEAN trade,
subjectto exclusions, including services andmost
unprocessed agricultural produce. Indonesia has
offered toapply CEPT tariffreductions to some
80 per cent ofits tariffitems, affecting about half
its imports from other ASEAN countries. Like
other members, Indonesia has excluded several
important manufactures from thetariffreductions,
including electrical products, petrolieum products,
transport equipment and iron and steel.

17. Indonesia s exports are eligible for GSP
treatment in developed markets. In 1992, the
United States reviewed Indonesia's GSP status
for alleged violations of workers' rights. This
review is currently in suspension. Removal of
GSP status by the United States would affect some
16 per cent of Indonesian exports to the
United States. mainly of textiles andfootwear.

fi) Recent evolution

18. Since the last Trade Policy Reviewin 1990.
five major successive deregulatory packages, each
focusing on different sectoral targets, have been
implemented in June 1991, July 1992 and 1993,
and May and June 1994. The 1994 reforms, in
particular with respecttoforeign investment, may
be seen as an attempt to revitalize the expansion
and diversification of manufactured exports.

19. Trade-related reforms introduced since 1990
have focused primarily on lowering tariffs and
surcharges. reducing import licensing restrictions,
and deregulating the investment régime.
Tarification of non-tafrif barriers has been
extended and rates reduced on some products,
such as iron and steel, previously tariffied.
Import licences, including sole importation
licenses extended to BULOG and other
State-trading enterprises, currently cover
approximately 260 tarifflines, compared to over
1,100 in 1990. Average tariffs. including
surcharges, have been reduced slightly since the
previous review, but there remain substantial
peaks and dispersion. Largely prompted by
concerns that slower growth of inward FDI in

1993 was beginning to inhibit export
performance, Indonesia virtually discontinued
divestment and local ownership requirements in
May 1994.

20. Self-sufficiency, already achieved in rice.
remains a centralpolicy objective in agriculture
and in some major industrial sectors, such as
cement, fertilizers, steel and transport
equipment, designatedas 'strategic' industries
by the Government, andfrequently dominated
bypublic enterprises (PEs). In agriculture, the
pricing and marketing of major crops, such as
rice, sugar, soybeans, wheat and flour and,
since June 1994, garlic, are controlled by the
National Logistic Affairs Bureau (BULOG).
Input subsidies apply to irrigation and feritilizers,
although the latter are currently being phased
out. Petroleum subsidies have been removed,
exceptfor those on kerosene and on natural gas
supplied to certain manufacturers, including urea
fertilizer producers, following the decision in
1993 to increase domesticfuelprices to the then
international levels. However, suchadjustments
in domestic fuel prices are still subject to
president approval. such approval is also
required to modify domestic prices of rice and
fertilizers. Cementprices are alsogovernment-
controlled.

21. Export controls, including bans, quotas.
taxes. licensing and compulsory quality
standards. currently affect over half of
Indonesia's non-oil exports, especially in the
area of wood products. These arejustified by
the Government on the grounds that they
promote environmental conseration, expand
value-added production, ensure adequate
domestic supplies orenable exporters tocapture
market rents through higher world prices.
However, such controls penalize upstream
producerswhile assisting downstream processing
industries against import competition, by
suppressing input prices below international
levels. The policy thus risks promoting
inefficient downstream industries dependent on
long-term support.
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22. As an example, plywood production has
increased rapidly following the introduction of
log export bans in the mid-1980s. to become
Indonesia's second most important export. The
industry has clearly benefited front access to
cheaper logs, at prices estimated to be
approximately half those prevailing on world
markets, as well as requirements that logging
concessionaires establish local wood-processing
mills. However, Indonesia 'splywood-processing
is technically inefficient by world standards,
wasting timber and appearing to contribute little
toforest conservation. The replacement ofexport
bans on unprocessed logs and rattan in 1992 with
export taxes is likely to make little practical
difference, given the high, and often prohibitive,
specific tax rates that apply.

23. Despitesubstantial achievements to date in
trade policy reforms, the complex import and
export controls inforce often work against each
other. There are wide disparities in levels of
effective assistance between sectors and individual
industries; thus, agriculture, with the main
exceptions ofsugar and soybeans, is moderately
assisted relative to manufacturing, and within
manufacturing, effective assistance also varies
widely across industries. Such wide disparities
in assistancedistortproducer incentives and lead
to inefficiencies in production, as resources are
encouraged tomoveinto relativelyhighlyassisted
activities.

(i) Type and incidence of trade policy
instruments

24. Tariffs import licensing and export controls
are the principal instruments of trade policy in
Indonesia. Tariffs have grown in relative
importanceas import licences havebeen reduced.

25. Following theJune 1994 reforms, the simple
average tariff, including surcharges, is
20 per cent, compared with 22per cent in 1990.
Although few items (some 1 per cent of tariff
lines) now bear tariffs ofabove 40per cent, most
reductions havefocused on products. especially
intermediate inputs and capital goods, already
receiving relatively low du-nes. Some 43per cent

of items are currently dutiable at rates of
10 per cent or below, compared to just over
30 per cent in 1990. Tariffpeaks exceeding
40 per cent now primarily apply to motor
vehicles, with rates ofup to 275 per cent, and
alcohol (up to 170 per cent). Recent tariff
reforms have tended to increase tariffdispersion,
thereby undermining some ofthe efficiency gains
from tariff reductions. The average tariff rate
on final goods is double that for unprocessed
products, andsubstantial tariffescalation exists
in industries such as transport equipment,
textiles and paper products.

26. Tariff predictabiliiy in Indortesia is
enhanced by the exclusive use of ad valorem
duties, with no variable, seasonal or specific
tariffs in the schedule. However, as much as
halfof all imports enter at concessional rates,
mainly as intermediate inputs for approved
investment projects, and under drawback and
exemption schemes for exporters. Additional
exemptions are also periodically authorized to
specific users, such as those extended to certain
cable-makers on imports ofpolyethylene, by the
Ministry of Finance.

27. The use ofimport surcharges, which had
been used both to protect against allegedly
dumped imports and to compensate domestic
producers in certain sensitive industriesfor the
removal of import licences, has been
rationalized. Surcharge rates, previously as
high as 40 per cent, are currently a maximum
of 25 per cent, except for transport equipment
where they rise to 100per cent. Their coverage
has been loweredfrom some 5per cent ofitems
in 1990 to just over 1 per cent. Surcharges
remain, in principle, subject to annual review.

28. In the Uruguay Round Indonesia agreed
to increase its tarif bindings from under
10 per cent to approximately 95 per cent of its
tariff lines, at ceiling rates of40per cent, except
for certain alcoholic and agricultural products
which are subject to much higher ceiling
bindings. It also agreed to remove surcharges
and non-tariff measures within ten years on
bound items. Combined with the move away
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from non-tariff barriers, these changes will

improve the transparency andpredicability of the

Indonesian trading regime.

29. Changes made to Indonesia's sales tax

system in 1993 discriminate against imports.

Taxes, of either 10 or 20 per cent, applied to

imports ofmost non-alcoholic drinks, two-wheeled

motor cycles with small engine capacities, sports

equipment and games, are not levied on

domestically-produced goods. Domestically-
produced motor vehicles with a minimum of

60 per cent of local content are taxed at

20 per cent, compared with a tax rate of

35 per cent on vehicles of lower local content,

including imported vehicles. In addition, excise

taxes continue to discriminate against imported
cigarettes.

30. On-going reforms to Indonesia's import

licensing system have reduced its coveragefrom
some 1,100 tariff lines in 1990 to about 260 at

present. Nevertheless, restrictiveimport licenses
continue to distort domesticproduction patterns;
aboutone-thirdofdomesticproduction is covered

ly import licences or bans. Licensing is

particularly prevalent on certain agricultural
commodities, processed foods and beverages,
paperproducts, engineering products, transport
equipment, basic metals and certain chemicals,
such as explosives. Import bans apply to most

foreign printed material, certain certainchemicals,
especially pesticides, and certain plastic scraps
ofpolymers and ethylene. In 1993, prohibitions
on motor vehicle imports were replaced with
higher tariffs, surcharges and licences on

imported motor vehicles not assembled in

Indonesia. Imports ofsecond-hand ships (below
5,000 DWT- and other second-hand goods are

generally banned.

31. The substantial rôle played by State-trading
and otherfirms granted importprivileges lessens

thepredicability and transparency ofthe trading
system. The close, and often informal,
relationship between the Governnent and

authorized importers creates uncertainty for

suppliers and promotes a system that may be

vulnerable to manipulation by vested interests.

Imports of many strategic products, including
BULOG-controlled agricultural commodities,
are controlled to ensure that imports do not
dispiace domestic production. IP (producer-
importer) licences, applying mainly to iron and
steel, restrict imports to domestic producers of
these products.

32. All six IT (registered importer) licence
holders, covering principally agricultural
commodities, such as dairyproductsandcloves,
alcoholic beverages, certain propylene and
copolymers, as well as agricultural hand tools
and equipment, are State-trading entities. AT
(sole agent) licences are extended to national
distributors appointed by the Government, and
currentlytapply, in combination with ITllicences,
to imports of motor vehicles not produced in
Indonesia. Moreover, exclusive importation
rights are given to several other State-trading
entities, such as BULOG, over major
agricultural commodities, such as rice, sugar,
wheat and wheat flour, soybeans and garlic;
PERTAMINA over oil andpetroleum products;
and DAHANA over explosives. Importer-
producer (PI) licences, formerly enabling
domestic assemblers of motor vehicles and
machinery, including engines, to import
completely-knocked-down (ckd) kits, were
abolished in 1992 and 1993.

33. The proliferation of export controls,
especially on natural-resource-basedproducts,
runs counter to Indonesia's import liberalization
efforts and risks undermining the advantages
extended to efficient exporters from trade
reforms. Some 85 per cent of wood products
and 60per cent ofagricultural commodities are
covered by export prohibitions, restrictions,
licensing or taxes. As noted earlier, such
policies contribute to the development and
expansion ofinefficient downstream industries,
dependent on long-term government support.

34. Indonesia's standards, which essentially
follow or are less stringent than international
norms, do not appear to be a major import
impediment. Indonesia is in time process of
introducing, through the National
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Stadardization Council, a system of mainly
voluntary national standards, based on
international ones, for health, safety and
consumer protection. Standards are applied
equally to imported and domestically produced
products. On the export side. compulsory
standards have been used, largely unsuccessfully,
to improve the quality ofrubber, coffee andother
exports.

35. Government procurement in Indonesia is
largely reservedfor domestic suppliers. Where
foreign contractors are awarded contracts, they
are encou.-aged to use domesticproducts. Public
tendering of contracts is obligatoryfor contracts
exceeding Rp 500 million, butforeign suppliers
are only considered if they meet lndonesia's
countertrade arrangements. These requireforeign
firms to purchase non-cil exportsfrom Indonesia
to die value ofthe contract. Countertrade deals,
involving numerous eligible non-oil products
declared by the Ministry of Trade, are encouraged
by the Government, and various such agreements
have been reached in the last four years -
including the export of Indonesian aircraft to
Malasia in return.for imported cars.

36. A number ofmanufacturing industries are
designated strategic commodity industries"under
the supervision ofeither the Ministry of Industry
or the Strategic Industries Management Agency
(BPIS), established in 1989. Many of these
industries are dominated by public enterprises
(PEs), ofwhich there are over 180; they account
for some 15 per cent of GDP. PEs have been
characterizedby relativelypoorperformanceand
economic inefficiencies, and are sheltered from
competition by governments regulation over
investment and trade controls. The Government
has attempted, with limited success, to improve
PE performance, through commercialization,
greater monitoring offinancial performance by
the Ministry of Finance, and share divestiture.

37. Precise details of the sectoral policies,
includingfinancial support, applied to strategic
industries remain obscure and their effects largely
non-transparent. Transparency is undermined
by the substantial off-budgetfunding apparently

provided by the Government to aid certain public
enterprises, such as to the State-owned aircraft
finn, PTIPlN, which also benefltsfrom interest-
free loans financed from the re-afforestation
fund. Aidto State-ownedenterprises, especially
the aerospace industry, is justified by the
Government as a means of promoting high-
technologyR&D. Manystrategicindustries are,
however, characterized ly non-competitive
behaviour, often sanctioned by government
regulation and controls restricting entry,
including both domesticandprivate investment.

38. Localization plans, implemented through
"deletion 'programmes, continue to aid domestic
component production for machinery and
engines. Theseplans, often aimedat high local
content, have had only limitedsuccess, resulting
in the moreflexible application of the deletion
programmes. The Government's new policy,
beginning with motor vehicles in 1993, is to
replace deletion programmes with localization
plans that link tariff concessions of imported
componentsto.the leveloflocal contentachieved
by the motor vehicle assembler. These
arrangements continue toprovide highprotection
to domestic component suppliers.

(iii) Temporary measures

39. Although Indonesia has no domestic
legislation under GATT Article XIXfor taking
emergency action to safeguard domestic
industries, the Government is empowered to
introduce import controls where it is considered
to be in the national interest. Suchaction would
normally takethe form oftariffsandsurcharges,
and would be considered by the Tariff Team.

40. Indonesiahas no legislatiionforprovding
anti-dumping relief. Tariff surcharges have,
however, been used as a de facto means of
protecting domestic industries from allegedly
'dumped - imports. TheGovernment is currently
studying the introduction offormal anti-dumping
and countervailing legislation along
GATT-consistent lines.
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(iv) New initiatives

41. The indonesian Government remains
committed to the ongoing reform of its trading
system. The deregulatory packages of May
(investment) and June (trade) 1994 represent a
welcome impetus to the reform programme. The
Government 's tariffobjective is to achieve, within
seven years, a tariffstructure ofup to 5per cent
on upstream raw materials; 10 per cent on
intermediate upstream products; 20 per cent on
intermediate downstream products; and
30 per cent on final goods.

(v) Tradepoliciesandforeign-tradingpartners

42. Continuation of Indonesia's reform
programme, if supported by continued prudent
use ofmonetary andfiscal policies, shouldfurther
reduce the still substantial anti-export bias
inherent in its trade régime, lead to improved
resource-efflciency andhelp improve lndonesia 's
international competitiveness on both home and
export markets. However, reforms need to go
beyond removing restrictions on international
trade to tackle impediments to competitve
behaviour within the domestic economy.
Measures such as drawback facilities and
free-trade zones. although useful, are only
partially effectivein counteracting theanti-export
bias and the 'high cost' economy.

43. Indonesia 's trade measures are applied on
a non-discriminatory basis. Nevertheless, ithas,
along with other neighboringASEANmembers,
supported the establishment of the ASEAN Free
Trade Area (AFTA). Care should be taken to
ensurethatsuch developments, beginning in 1993
with the phased implementation of the Common
Effective Preferential Tariff (CEP) Scheme, do
not impede non-discriminatory trade
liberalization.

44. lndonesia has made greatstrides in cutting
tariffs and reducing the coverage of licensing
restrictions. however, peaks are still high, and
further reforms are necessary. It is importantfor
trading partners and the domestic economy that
Indonesia pursues a movement towards lower,

more uniform tariffrates. Recent reforms have
donelittleto reduce tariffdisparities, whichmay
even have been increased. There is a risk that
substantial tariffescalation, with concomitant
high effective protection, may become a
permanent feature of the Indonesian tariff
system.

45. The continuation and broadening of
reforms aimed at creating a less regulated and
more market-oriented economy should benefit
both Indonesia's tradingpartners and -primarily
through more competitivemarkets andimproved
resource allocation into more efficient uses -for
the domestic economy. The agricultural and
food-processing sectors could be a major
beneficiary of more liberal trading measures.
In particular, the poorperformance up tillnow
of Indonesia'sfood-processing sector given its
natural advantages in agriculture, could be
enhanced if the protection-inflated costs on
important inputs, such as sugarandflour, were
removed.

46. Trade, investment and economic growth
are closely linked. Increased efforts to remove
impediments to international trade and
investment can be expected to contribute to
Indonesia's economic prosperity. Liberalization
ofinvestment rules need to be complementedby
trade reforms to ensure that private investment
is attracted into efficient industries that can
survive without government assistance.

47. Indonesia's autonomous trade reforms will
be supported by the maintenance ofan open.
stable andpredictable global trading régime that
can successfully combatprofectionistpressures
in major external markets. It is therefore
imperative that Indonesia's trading partners
assume their full responsibilities for aiding
Indonesia's autonomous liberalization process
by ensuring market access and stable trading
conditionsfor its developing export base. This
can best be achieved through the speedy
implementation of the Uruguay Round results
and the establishment of a strengthened
multilateral trading régime under the World
Trade Organization.



Indonesia C/RM/S/52

Page 1

I. THE ECONOMIC ENVIRONMENT

(1) Recent Economic Performance and Policy Objectives

1. Since 1990 Indonesia has continued its impressive economic performance. Aided by on-going
trade and other market-based reforms, including investment and financial deregulation, as well as by
stabilization policies, the economy has grown annually, in real terms, by weII over 6 per cent, and
annual inflation has been kept below 10 per cent (Table I. 1). The share of exports and imports of
goods and services in GDP rose to over 50 per cent in 1992-93 (Chart 1. 1). Dependence on oil and
gas has been reduced. and the sector now accounts for some 13 per cent of GDP, while the non-o il
manufacturing and service sectors have expanded (Chart 1.2).

Table 1.1
Basic economic and social indicators, 1939-93

(Per cent, US$ billion)

1989 1990 1991 192 l993.

Population (million) 175.9 179.4 12e8.&189.1b,
Urban population (per cent) 29.6 30.5 31.0 32.3..
Female participation 31.2 31.2 31.2 31.2 31.2
Employment 41.7 39.9 41.8 42.2..
Birth rate 3.2 3.1 3.0 2.9
Life expectancy 58.9 59.3 59.6 62.3 63.0

inflation 6.1 9.0 9.6 7.6 9.3
GDP' (US$ billion)dj

at market prices 118.2 126.8 135.5 144.2 153.5
at factor cost 87.4 98.8 109.0 119.7 133.4
per capita (US$) 540.0 590.0 640.0 690.0 760.0

GDP(US$ billion)' 94.5 106.1 116.7 128.5 143.4
Real GDP growth per capita (per cent)

at market prices 7.5 7.2 6.9 6.4 6.5

per capita 5.4 5.2 5.0 4.6 4.8

Share in GDP (per cent)
Agriculture 23.4 21.4 19.5 19.2 18.4

Industry ~~~~~31.2 33.3 34.7 33.7 31.3
Manufacturing 18.1 19.4 20.9 21.7 22.4

Services 45.4 45.2 45.9 47.3 50.4
Construction and utilities 5.9 6.1 6.7 7.0 7.8

Share in employment
Agriculture 56.2 55.9 53.9 54.3 48.8
Industryf 10.6 10.8 11.1 11.2 12.0

Manufacturing 10.0 10.1 10.4 10.4..
Services 33.2 33.3 35.0 34.5 39.2

Construction and utilities 2.7 2.9 3.4 3.3..
Sebool enroboent ratio

Primary 117 118......
Secondary 45 47..

.. Not available.
a Provisional.
b Projections.
c As measured by the CPI (period average).
d At current market prices and estimated using yearly average exchange rate.
e At constant 1983 pricesusing 1983 average exchange rate. includingthedevaluationoftheRupiahon30March 1983 fromRp 703

perUS$ to Rp 970 pcrUS$.
f Including mming and quarrying.

Note: Fiscal years (i.e., 1989 corresponds to fiscal year 1989-90). The Indonesian fiscal year commences 1 April.

Source: IMF Government: of Indoriesia and GATT Secretariat estimates.
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Chart 1.1
Trade in goods and services as a percentage of GDP, 1970-92
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Source: World Bank, Worid Tables, 1993 (STARS version)

Chart I.2
Sectoral distribution ofGDP, 1985/92
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2. Stabilization policies were adjusted during the period 1990-92 in response to the substantial
over-heating of the economy that started in 1989-90. Domestic liquidity and credit soared during the
late 1980s, fuelled largely by an expansionary monetary policy and by capital inflows associated with
an investment boom following financial and investment liberalization in 1988. Demand pressures
intensified, and inflation accelerated to 9.6 per cent in 1991-92. The current account deficit grew to
just under 4 per cent of GDP, pushed by a surge in imports and a slight real appreciation of the rupiah
exchange rate. Current account problems were also accentuated by the decline in oil prices.

3. Initial attempts to control macro-imbalances by tightening monetary policy were frustrated by
private capital inflows as well as increased export receipts. To cut credit expansion and sterilize capital
inflow, Bank Indonesia tightened money conditions and introduced greater prudential standards for
commercial banks. It also took steps to strengthen external debt management and curtail offshore
borrowing, including by means of greater controls on foreign loans raised by banks and public
enterprises. Bank Indonesia also conducted sterilization operations mainly through open market sale
of SBIs (central bank debt certificates). As a result, although broad money grew during 1991-93 at
well above 20 per cent annually, other monetary aggregates contracted sharply in 1992, with reserve
money and private sector credit growth falling by over three-quarters and almost by half, respectively
(Table 1.2). Bank Indonesia's policies successfully slowed monetary growth and cooled down the
economy during 1992, and inflation slowed to 7.6 per cent. However, real GDP growth continued
largely unaffected, remaining at well over 6 per cent. The current account deficit narrowed to below
2 per cent of GDP.

4. Fiscal policy remained predominantly neutral during this period. Despite considerable increases
in revenue collection, government expenditure also grew at similar levels, so that the moderate budget
surplus. incurred in 1990-91, gave way to small fiscal deficits during 1991-93.

5. Monetary policy, which had borne the brunt of demand management in containing liquidity
growth and sterilizing foreign inflows, changed focus in 1993. Concerns over weakening export and
output performance prompted authorities to relax monetary policy as a means of promoting growth.
Money supply expanded, largely by Bank Indonesia liquidating large holdings ofsecurities accumulated
during the early 1990s, and domestic interest rates fell. Despitedeclining capital inflow (partly reflecting
reaction to lower interest rates and mounting speculation towards the end of 1993 that the rupiah would
be devalued) and reduced export performance, private sector credit and reserve money growth doubled
and trebled, respectively, in 1993.

6. The economy responded to eased monetary conditions and, in the face of a substantial
flattening-out in export growth for 1993-94, real GDP growth increased slightly to 6.5 per cent.
However, domestic monetary expansion, reinforced by more recent renewed capital inflows, rekindled
demand and inflationary pressures. Inflation rose to over 9 per cent in 1993, and the current account
deficit widened marginally to 2.1 per cent ofGDP (Table I.3). Controlling monetary growth, including
sterilization of capital inflows, continues to be a major challenge for the Indonesian authorities.
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Table 1.2
Economic performance, 1985-87 and 1988-93
(Per cent and constant US$ billion)

1985-87 1988 1989 199 1991 1992 1993 1993²

Income and absorption
Real GNP ) at (1983) market prices 5.4 6.9 7.5 7.0 7.0 6.2 6.2 146.8
Real GDP' 5.4 5.8 7.5 7.2 6.9 6.4 6.5 153.5

Private consumption 2.8 3.9 4.2 9.9 7.5 3.8 6.8 88.0
Government consumption 1.3 7.6 10.5 3.2 7.0 5.8 0.1 14.1
Gross domestic capital formation 7.3 11.5 13.4 14.6 7.1 3.9 4.9 41.8

Resource balance (1983 market prices) 375.8 74.7 5.3 -41.9 61.9 37.6 21.3 17.3
Imports of goods + non-factor services 3.1 -18.7 13.4 23.1 14.7 10.4 1.6 49.9
Exports of goods + non-factor services 14.9 ' I 10.5 0.5 24.2 17.5 7.7 32.6

Competitiveness indicators
Real output in manufacturing per employee ... 16.4 16.7 32.9 6.8 14.9 ... n.a.
GDP deflator ... 7.6 9.5 9.1 8.0 7.7 7.3 n.a.
Consumer price index (period average) ... 7.5 6.1 9.0 9.6 7.6 9.3 n.a.
Real effective exchange rate (percentage change) -18.9 ... ... -6.4 1.5 1.9 -o.b1 n.a.

Monetary survey (end period)
Private sector credit ... 34.4 68 2 44.4 19.3 10.9 25.9 n.a.
Reserve money ... -3.3 18.6 5.4 33.0 7.3 21.0 n.a.
Broad money ... 23.9 45.7 26.0 24.2 22.2 21.4 n.a.
Interest rate

3-month deposit rate (% per annum) ... 18.6 16.1 23.6 20.8 14.7 10.7 n.a.
Fiscalbalance

Central government revenue 4.0 10.6 24.9 37.6 5.2 14.1 10.2 25.4
Central government expenditure ... 17.6 11.1 21.2 17.0 19.6 5.2 26.2
Central government balance ... -75.1 63.8 291.5 -145.6 -190.0 56.1 0.8
Fiscal balance (% of GDP) ... -2.8 -0.9 1.4 -0.6 -1.4 -0.6 n.a.

Momorandum items
GDI/GDP (%) ... 32.6 35.5 35.8 34.9 34.5 34.5 n.a.
GDS/GDP (%) ... 30.0 33.3 32.1 31.2 32.6 32.7 n.a.

. ..

n.a.
a
b

Not available.
Not applicable.
Provisional.
Twelve-month rate of change to February 1994.

Note: Fiscal years (i.e. 1988 corresponds to fiscal year 1988-89). 'Me Indonesian fiscal ycar commences I April.

Source: Worid Tables (1993), IMF and Govemment of Indonesia.

7. Macroeconomic stability, high growth and Doverty alleviation are important objectives of the
Sixth Five-Year Development Plan (REPELITA Vi) and the Second Twenty-Five-Year Long-Term
Development Plan, which both commenced on 1 April 1994. Their growth targets are essentially a
continuation of past performance, based on further economic diversification and export-led growth,
particularly of manufactures. Meeting these targets will require further deregulatory measures to improve
resource-use efficiency, as well as making monetary and fiscal policies more responsive to stabilization
requirements. Although the pace of trade and investment reforms appeared to have slackened in the
last few years, concerns over Indonesia's recent subdued export growth provided an important impetus
for the investment and trade refornis implemented in May and June 1994. Continued economic
restructuring along rlarket-oriented lines, supported by prudent monetary and fiscal policies, with greater
emphasis on the rôle played by the budget, should improve Indonesia's export competitiveness and
contribute to the promotion of sustainable growth.
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Table 1.3
Balance of payments, 1985 and 1990-93
(US$ million, unless otherwise specified)

1985 1990 1991 1992 1993

Current account balance -1,950 -3,240 -4,392 -3,122 -1,911
Merchandise trade balance 5,822 5.352 4.801 7,022 8,8.0

Exports (f.o.b.) 18.527 26,807 29,635 33,796 36,865
Imports (f.o.b.) 12,705 21,455 24,834 26,774 28,055

Services - net balance -7,772 -8,592 -9,193 -10,144 -10,721
Income - net balance ... 2,093 3,511 4,517 5,211

Private unrequited transfers - net balance 61 166 130 229 285
Official unrequited transfers - net balance 27 252 132 342 282

Capital account balance 1,807 4,746 5,829 6.491 5,299
Direct investment, net 308 1.092 1,482 1,777 2,003
Portfolio investment, net 0 1,961 1.014 1,049 1,805
Other capital, n.i.e. 1,499 1,693 3.333 3.645 ',491

Errors and omissions 238 593 -230 -1.606 -2,647
Overall balance -143 1,506 1.437 3,349 3388
Change in reserves -95 -2,099 -1,207 -1,743 -741
Memorandum items
International reserves, excluding gold 5,846 8.661 9,868 11,611 12,352
International reserves (in months)' 6.2 5.1 5.0 5.4 5.4
Export price index (base year 1987) 122 123 112 ... ...
Import price index (base year 1987` 90 123 111 ... ...
Terms of trade 134 100 101 101 I(0
Current account balance/GDP (per cent) -2.4 -3.8 -3.7 -1.7 -2.1

.. . Not available.
a Number of months of non-oil and gas imports.
Note: Fiscal years (i.e. 1985 corresponds to fiscal year 1985-86). The Indoncsian fiscal year commnences I April. Figures for

exports differ from those on customs basis due to timing of payments.

Source: World Tables, 1993 (Stars version). IMF and Government of Indoncsia.

(a) Monetary and financial sector policies

8. In line with the deregulation of financial markets, monetary policy has increasingly moved
away from using direct controls, such as credit ceilings, to relying on indirect controls, involving mainly
open market operations in bank securities.' Bank Indonesia's supervisory powers have also been
strengthened following the enactment in March 1992 of a new banking law.2 Since June 1993, banks
have been subject to enhanced monitoring by a committee comprising officials from Bank Indonesia
and the Ministry of Finance.

¹Monetary policy formulated by the Monetary Board (under the Chairmanship of the Minister of Finance)
is implemented by Bank Indonesia which, under the Central Bank Act of 1968, is responsible for achieving
macroeconomic stability.

²The new banking law provided for the elimination of ali specialized categories of financial institutions;
the phased reduction of banks' equity in non-financial institutions; opening of bank ownership to foreigners;
and the conversion of State banks to private banks with 49 per cent private ownership. A subsequent banking
package, introduced in May 1993, relaxed several prudential controls seen as constraining bank lending. This
eased, inter alia, capital adequacy ratio requirements, with banks being required to phase in a capital adequacy
ratio of 7 per cent of risk-weighted assets by 31 March 1993, increasing to 8 per cent by 31 December 1994.
The March 1993 requirement was met.
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9. Monetary policy has been used as the major stabilization instrument since 1990. As discussed
above, monetary policy was broadly contractionary in the early 1990s, with Bank Indonesia accumulating
large holdings ofsecurities, and applying additional controls to sterilize the excess liquidity that followed
the investment boom in the late 1980s.3 This tight monetary period, in which credit growth slackened
considerably, was reversed in 1993 when monetary authorities, fearing adverse effects on exports,
adopted an expansionary policy aimed at promoting growth. Private credit, broad money and reserve
money expanded substantially in 1993, all growing by well over 20 per cent. Interest rates, which
had peaked in 1990-91, continued to fall, but remained significantly above international levels.

(b) Exchange rate policies

10. The Central Bank Act requires Bank Indonesia to formulate exchange rate policies, in close
consultation with the Government, and to implement these with the objective of maintaining currency
stability.

11. Indonesia continues a managed float exchange rate system, whereby the value of the rupiah
is determined by Bank Indonesia using a trade-weighted basket of currencies from its major trading
partners.4 In order to maintain international competitiveness and to avoid excessive fluctuations against
the US dollar, Indonesia's exchange rate policy has sought to maintain. within narrow limits, the real
effective exchange rate of the rupiah at its 1987 level. This policy of gradual nominal depreciation
over time to offset the effects of Indonesia's relatively higher inflation rates has been an important
factor in maintaining Indonesia's international competitiveness and rapid non-oil export growth.

12. The rupiah's real effective exchange rate has remained relatively stable (Table 1.2). A real
depreciation of over 6 per cent in 1990-91, was followed by successive mid real appreciations, totalling
over 3 per cent during 1991 and 1992, when nominal currency depreciations failed to account fully
for the rising inflation levels in Indonesia. The real value of the currency is estimated to have declined
slightly in 1993.

13. The spread (band) between buying and selling rates around the daily target exchange rate used
by Bank Indonesia was widened from Rp 6 to Rp 10 per US dollar in September 1993, and again to
Rp 20 per US dollar in December 1993.

³New prudential controls, primarily directed at limiting the banks' use of offshore more to offset tight domestic
liquidity conditions, were imposed on commercial banks in February 1991. Minimum capital adequacy targets
were adopted for banks in line with standards recommended by the Bank of International Settlements (BIS), and
Bank Indonesia was granted greater supervisory functions. including mandatory provisioning ofnon-performing
assets and the submission of detailed reports by commercial banks. The Commercial Offshore Loan Team (COLT)
was also established in 1991 to control overseas borrowing by public sector enterprises, including bars,.

4The US dollar has a large weight in the basket.
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(c) Fiscal policy and budgetary developments

14. Fiscal policy since 1990 has played a minor rôle in meeting macro-stabilization objectives.
Adherence to the principle of the "balanced budget" has largely dictated a broadly rieutral fiscal stance.5
This has probably contributed to macro-stabilization by preventing the Government from financing
large fiscal deficits from domestic sources. On the other hand, however. it has also precluded the
Government from running significant budgetary surpluses at times, like during 1991-92, when the
economy was over-heating.

15. The Government's fiscal balance has changed from an overall budget surplus of 1.4 per cent
ofGDP in 1990-91 to budget deficits. The deficit increased to -1.4 per cent in 1992-93, and is estimated
to return in 1993-94 to its 1991-92 share of-0.6 per cent. The 1994-95 Budget projected a small surplus.
The Government's policy continues to be one of reducing the size of the pubic sector while at the same
time diversifying its revenue base away from oil and gas taxation. Non-oil and gas receipts currently
account for two-thirds of government revenue. compared to one-third during the carly 1980s.

16. Government revenue. especially from non-oil and gas sources, has risen substantially since
1990. During 1991-93, tax revenues grew by some 20 per cent, and were due to increase by a further
6 per cent in 1993-94, and by 12 per cent in 1994-95. These increases are occurring at a time when
oil-based tax receipts are being adversely affected by sharp falls in international oil prices. Such revenue
growth largely reflects on-going efforts by the Government to broaden the tax base, and to improve
tax collection and compliance. Revenue from the main taxes, direct income taxes plus VAT and sales
taxes, increased over the two years to 1992 by 60 per cent. and are to increase by a further 20 per cent
during the three years 1992-94. These taxes combined currently account for 58 per cent oftax receipts,
compared to just over 40 per cent in, the late 1980s.

17. Despite attempts to reduce the size of the public sector, government expenditure as a share
of GDP had remained relatively stable at some 19 per cent until 1993-94. Since then, the share has
fallen to 18 per cent in 1993-94, and is projected to decline to 17 per cent in the 1994-95 Budget.
Total expenditure has increased nominally by 47 per cent during the three years to 1993-94, and is
forecast to rise by another 9 per cent in the 1994-95 Budget.

18. The share of government expenditure spent on development has increased, rising from
45 per cent in 1988-89 to 50 per cent in 1992-93. Over the three-year period to 1992-93, development
expenditures have more than doubled from Rp 12,467 billion to Rp 25,970 billion, while current
expenditures have increased by less than three-quarters, from Rp 15,035 billion to RP 25,854 billion,
due mainly to reduced expenditure on subsidies since 1990-91. Well over 80 per cent of development
expenditure is being channelled into high priority infrastructural areas, like transportation, tourism,
electricity, agriculture and irrigation, education, health and regional development.

5The Guidelines of State Policy formed in 1969 have required the central government to apply a balanced
budget principle, whereby total budgeted expenditures must equal domestic revenue plus foreign borrowing
(including overseas aid). No domestic borrowing is therefore allowed to finance budget deficits. However,
budgets meeting this principle may still be expansionary by virtue of being two-thirds financed by foreign
borrowing, including overseas aid.
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(d) The current account and competitiveness

19. Indonesia continues to run a current account deficit, financed by capital, including private,
inflows (Table 1.3). Since 1989-90. Indonesia's overall balance of payments has been in surplus, peaking
at US$4.8 billion, or 4.8 per cent of GDP, in 1992-93. Apart from 1990 and 1991, when the deficit
jumped to almost 4 per cent o' GDP, generally narrowing current account deficits of around 2 per cent
ofGDP have been financed by substantial capital account surpluses. Indonesia's international reserves
have, thus, increased significantly over this period to US$12.7 billion in 1993-94, equivalent to
5.4 months of non-oil imports.

20. However, the overall balance-of-payments surplus fell sharply in 1993-94, to an estimated
US$0.3 billion, or under 0.5 per cent of GDP. The main factor was a sharp drop in the capital account
surplus from US$7 billion to US$4 billion in 1993-94, equivalent to 2.7 per cent ofGDP. This reflected
a sudden decline in private capital inflows. especially in short-term investments in Indonesian securities.
such as SBIs, in response to the lower domestic interest rates. The current account deficit also widened
in 1993-94, from US$2. 1 to US$3. 1 billion, or from 1.7 to 2.1 per cent of GDP.

21. Indonesia's current account deficit largely reflects a substantial, increasing gap in net payments
for invisibles. amounting to some USS8.4 billion in 1993-94, compared to USS7.8 billion in 1992-93.
The main invisible outgoings are interest payments to service foreign debt which, despite lower interest
rates, increased from USS4.5 to USS5.5 billion in 1993-94. Indonesia's balance of trade has been
in surplus since 1989-90, rising from US32.2 billion (1.7 per cent of GDP) in 1991-92 to a peak of
US$5 billion (3.6 per cent) in 1992-93. before easing slightly to an estimated USS4.8 billion
(3.3 per cent) in 1993-94. The share of non-oil exports has grown from just over 60 per cent in 1988-89
to well over 70 per cent.

22. Indonesia's trade surplus. and buoyant non-oil export growth, reflects its improved international
competitiveness. This has been helped by several important policy initiatives. inciuding maintaining
a realistic market-based exchange rate for the rupiah, and increasing deregulation to expose the economy
to greater competitive forces. Trade and investment reforms, by increasing competition, have improved
resource-use efficiency. and contributed to improvements in factor productivity. Analysis conducted
by the World Bark suggests that labour and capital productivity. which had remained static prior t-
the deregulatory reforms. have increased considerably since the mid-1980s.

(e) Foreign debt

23. Indonesia's overseas total debt has risen progressively since 1989-90. from US$57 billion to
an estimated US$90 billion in 1993-94 (Table 1.4). However. as much as two-thirds of this increase
represents valuation changes due to the yen's appreciation, since some 40 per cent of Indonesia's debt
is denominated in this currency. Nevertheless, external debt as a share of GDP. which had fluctuated
between 60 to 65 per cent during this period, fell from 66 to 63 per cent in 1993-94.

24. Private sector borrowing has risen steadily over recent years. At present. it accounts for over
one-third of total debt. compared with one-fifth in 1989-90. The value of commercial debt has risen
from US$18 billion in 1988-89 to an estimated US$32 billion in 1993-94. Despite the increase in the
absolute value ofthe foreign debt. the debt service to exports ratio has continued to fall from 36 per cent
in 1989-90 to 30 per cent in 1992-93. This has been partly helped by the increasing share ofgovernment
debt held on concessional term.
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Table 1.4
Externaldebt 1985 and 1989-93
(US$ million. end of fiscal year)

1985 1989 199 1991 1992 19,8

Extendeddebt, total (EDT) 31.080 57,259 70,023 72.927 85,837 89.858
Public sector 24,354 4.,510 48,011 48,157 55,377 59M018

Central government 1.179 40.(-4 44.876 44.484 50,887 54,135
Public enterprises 3,175 3,156 3.135 3.673 4,490 4.883

Private sector 6,725 13.749 22,012 24.770 30,460 3G.440
Banks 153 2.172 5,713 4,070 6,070 6.000
Non-banks 6,573 11,577 16,299 20.700 24,390 24,840

Extertnalpublic sector debt shares (per cent.

Financial instructions .. 31.7 28.1 27.0 25.2 24.6
Multilateral loans 23.9 25.2 29.0 28.1 30.1 30.8
Bilatral loans 29.4 31.3 32.6 34.1 34.8 35.0

Memorandum (Per cent)

Outstanding debt/GDP 36.2 59.9 66.5 62.4 65.8 63.0
OUtstanding debt/exports of goods and Services 145.Q 224.9 230.8 225.7 222.3 219.7
Debt-service ratio n0.5 ;`.- 33.2 32.1 300 31.2
Interest payments exports of goods and services- 16.1 15.0 14.3 12., 12.0

Consessional government debt ... 46.6 47.5 45.6 47.3 49.5

Governmental debt denominated in:
US dollars 44.7 42.8 42.9 '2.2 41.7 42.7
Japanese yen 4,.7 38.0 38.5 40.0 41.4 41.7

Not available.
a Provisional.
b Service payments on medium long-term private and public debt as a per cent of exports of goods and non-factor services.
c Government dew on concessionalterms as a proportion of total government debt.

Source: IMF and Government of Indonesia.

25. The Government has continued to monitor foreign loans from commercial sources using the
Commrercial Offshore Loan Team (COLT).' The Team reviews foreign commercial loans by all
State-owned banks and enterprises. and has set annual ceiling limits on overall loans. as well as
sub-ceilings for different categories of borrowers. Private company borrowings are outside these
arrangements. unless guaranteed by the Government as par. ofa publicly-funded project. Total foreign
borrowir- ceilings set by the Team for the period 1991-92 to 1995-96 were USS5.6 million in both
1991-92 and 1992-93. US$5.9 milion in 1993-94. US$6.2 million in 1994-95. and US$6.5 million
in 1995-96.' Public sector commitments remained below these limits in 190--94.

This has resulted in the deferment of a number of large investment projects reliant on foreign borrowings,
such as the construction of several petroleum refineries planned by PERTAMINA.

1Thesub-ceilings for 1993-94 were US$0.5 million for Bank Indonesia. US$1 billion for State-owned banks;
US$1.2 billion for public enterprises: US$0.5 billion for private batiks; and US$2.7 billion for the non-bank
private sector. The ceilings on private sector borrowings are only indicative.
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(2) Trade Performance

(a) Commodity pattern of trade

26. Indonesia's commodity trading patterns have historically been based on oil and, more recently,
gas reserves. However, in line with the strong diversification of the economy since the adoption of
the reform programme in 1986, Indonesia's trade structure has changed substantially. Economic reforms,
including trade and investment liberalization. have greatly facilitated the country s transition from a
country heavily dependent on the oil sector, to a more broadly-based economy.

27. The most fundamental change in Indonesia's trade composition has been the continuing substantial
decline in the relative importance of oil and gas exports. Mining exports, mainly fuels, have declined
from two-thirds of exports to around one-third (Chart .3 and Table 1.5). At the same time. manufactured
exports have grown strorgly. increasing their export share from 13 per cent in 1985 to around half
of total exports. Despite the economy's rural base, agricultural exports, including processed foods,
have performed rather poorly, recording practically zero growth. Their share of total exports actually
declined from 16 per cent in 1985 to 15 per cent in 1992.

Table 1.5
Exports by broad product category, 1985 and 1990-92
(US$million and per cent of total exports)

1985 1990 1991 1992 U

Total trade (US$ million) 18.587 25.553 28.997 3.815
Total trade (Per cent) 10(.0 100.0 100.0 100.0

Agriculture 15.9 16.2 16.5 14.9
Food 10.0 11.2 11.3 10.2
Agriculture raw materials 6.0 5.0 5.2 4.6

Mining 70.8 48.4 42.7 37.6
Ores 1.5 2.6 2.9 3.0
Non-fermous metals 2.7 1.8 1.3 1.2
Fuels 66.6 44.0 38.5 33.3

Manufactures 13.0 35.5 40.8 47.5
Chemicals 3.2 2.4 2.9 2.3
Textiles 1.3 4.9 6.2 8.S
Iron and steel 0.2 0 9 1.0 0.8
Other semi-manufactures 5.5 14.6 14.1 14.7
Power-generating machinery 0.0 0.0 0.0 0.0
Agricultural machinery 0.0 0.0 0.0 0.0
Office machinery 0.0 0.0 0.1 0.4
Other non-electrical machinery 0.1 0.2 0.1 0.3
Telecommunications apparatus 0.0 0.4 0.6 1.3
Other electricalmachinery 0.4 0.4 0.7 1.0
Automotive products 0.0 0.2 0.2 0.4

Other transport equipment 0.0 0.3 0.4 0.3
Furniture 0.0 1.1 1.3 1.5
Travel goods and bags 0.0 0.1 0.1 0.'

Clothing 1.8 6.5 8.0 9.5

Footwear 0.0 2.2 3.4 3.8
Other miscellaneous manufactures 0.5 1.2 1.6 2.4

Other 0.2 0.0 0.0 0.0

Source: UNSTAT. Comtrade database.
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Chart 1.3

Composition of trade, 1980-92
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28. Non-oil manufactured exports have grown strongly during recent years, their value having

increased almost threefold in the last five years. They now account for around three-quarters of

Indonesia's non-oil exports. The major areas of growth have been textiles, including clothing, wood

products, especially plywood, and footwear. Together, exports ofthese commodities currently account

for one-third of total Indonesian exports, or almost half of non-oil exports. Indonesia's export

performance in plywood has been the result of direct government policies which had prohibited and

now heavily tax log exports. Prior to the prohibition, imposed in 1980, log exports were Indonesia's

main non-oil export.

29. Over three-quarters of Indonesia's imports are manufactured products, comprising mainly
machinery, both non-electrical as well as electrical, iron and steel, semi-manufactures, chemicals and

raw materials, such as cotton textiles (Chart 1.3 and Table 1.6). Indonesia's import patterns reflect

both its protective structure, and the heavy reliance of Indonesian industry, including exporters, on

imported inputs of raw materials. machinery and equipment. Over 90 per cent of imports are non-

consumer goods; two-thirds being intermediate goods and over one-quarter capital goods. Trade

reforms. which have lowered barriers on imported equipment and raw materials, have facilitated their

importation, improving the competitiveness of domestic industries for which they are inputs.

Table 1.6
Imports by broad product category, 1985 and 1990-92
(US$ million and per cent of total)

1985 1990 1991 1992

Total trade (US$ million) 10,256 21.837 25,869 27.279
Total trade (Per cent) 100.0 100.0 100.0 100.0

Agriculture 11.0 9.7 IG.2 12.0
Food 6.9 5.1 5.'. 6.4
Agriculture. raw materials 4.1 4.7 4.7 5.6

Mining 16.4 13.2 13.2 11.6
Ores 1.9 2.4 2.2 2.0

Non-ferrus metals 2.1 1.9 1.9 1.8
Fuels 12.5 8.9 9.0 7.8

Manufactures 72.1 76.9 76.3 76.0
Chemicals 17.8 16.1 13.6 14.1
Texiles 1.2 3.6 3.4 4.0

Ironandsteel 6.9 6.1 5.7 5.6
Other semi-manufactures 7.7 5.1 5.5 6.1
Power-generating machinery 3.4 2.6 2.7 4.0

Agricultural machinery 0.2 0.2 0.1 0.1
Office machinery 0.9 1.0 0.7 0.6
Other non-electrical machinerv 15.7 21.3 23.7 20.5
Telecommunications apparatus 1.5 2.0 2.2 2.8

Other electrical machinery 5.3 5.0 6.0 8.2

Automotive products 3.8 6.4 5.0 3.8

Other transport equipment 4.6 3.9 4.2 2.7

Furniture 0.1 0.2 0:I 0.1

Travel goods and bags 0.0 0.0 0.0 0.0
Clothing 0.0 0.1 0.1 0.1
Footwear 0.0 0.0 0.0 0.0

Other miscellaneous manuctures J.0 3.2 3.1 3.4
Other 0.4 0.2 0.3 0.4

Source: UNSTAT. Comtrade database.
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(b) Geographic pattern of trade

30. The direction of Indonesia's trade has remained relatively stable in recent years (Charts 1.4
and I.5). The bulk of trade continues to be conducted with other Asian countries, which are markets
for about two-thirds of its exports and suppliers of about half of its imports. Japan remains the single
most important trading partner for both exports and imports, accounting for 32 and 22 per cent of
Indonesian exports and imports. respectively (Tables 1.7 and 1.8). It is the main purchaser of indonesia's
oil and gas exports, and is an important supplier of intermediate and capital goods for its growing
manufacturing sector. However, Japan's dominant position in Indonesian trade is declining, especially
as an export destination, in line with the country's diversification away from oil and gas, and the fall
in the relative importance of Japanese foreign investment. For example, Japan's share of Indonesian
exports has fallen from 46 per cent in 1985.

Chart I.4
Destination of exports, 1980-92
US$ million and per cent

Total: Total: Total: Total:
'909 18.587 25,53 33,816

IOOY. 100% Rest of the World

andOceania

Japan

Europe

USA

20%/ e

o0%

Source: UNSTAT, Comtrade Database.
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Table 1.7
Exports to main regions and principal destinations, 1985 and 1990-92
(US$ million and per cent of totaI exports)

1983 1990 1991 1992

World (US$ million)

World (Per cent)

America

United States

Canada

Other America

Europe

EC12'

Netherlands

Germany

United Kingdom

EFTA

East Europe & USSR

Other Europe

Asia and Oceania

East Asia, less China

Singapore

Korea. Rep of

Chinese Taipei

Hong Kong

South Asia. less India

Middle East

Japan

China

India

Australia

New Zealand

Africa

Sub-Saharan Africa

Other Africa

Other

18.586.7

100.0

23.7

21.7

0.2

1.8

7.5
'1 2

2.1

1.4

I.0

0.9

0.1

0.0

67.7

18.0

8.7

3.5
1.9

1.9

0.4

1.2

46.2

0.5

0.2

0.8

0.4

0.8

0.2

0.6

0.2

25,553.2
100.0

14.1

13.2

0.5

0.3

12.9

0.4

2.8

2.9

2.0

0.6

0.1

0.0

71.9

20.7

7.1

5.3

3.3

2.3

0.6

2.6

42.7

3.3

0.2

I .6

0.3

0.7

0.2
0.5

0.4

28,997.2
100.0

'3.2
12.1

0.6

0.6

13.9
0.5

2.9

3.1

2.3

0.4

0.1

0.0

71.2

23.9

7.8

6.7

3.7

2.4

0.6

3.1

37.1

4.1

0.2
2.2

0.1
1.3

0.4

0.9

0.4

33,815.5

100.0

14.7

13.1

0.9

0.8

15.1

0.4

3.3

2.9

2.5

0.2

0.1

0.0

68.2

25.7

9.4

6.2

3.8
2.5

0.7

3.4

31.8

4.1

0.2

2.2

0.1

1.1

0.5

0.7

0.8

a Including the territory of the former German Democratic Rcpublic.

Source: UNSTAT. Comtrade database.

31. After Japan, the most important trading entity is the EC, its share of Indonesian trade having
recently overtaken that of the United States, Indonesia's second largest single trading country. The
EC share of Indonesian exports has doubled to 15 per cent since 1985, while its import share has
increased over the same period from 20 to 23 per cent. The most important EC markets are the
Netherlands, Germany and the United Kingdom. During 1985-92, Indonesian exports to the United States
declined from 22 per cent to 13 per cent, while the United States' share of Indonesian imports fell
from 17 to 14 per cent.
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Table 1.8
Imports to main regions and principal destinations, 1985 and 1990-92
(US$ million and per cent of total imports)

1980 1985 1990 1991 1992

World (US$ million) 10,834.4 10,256.0 21.836.9 25,868.6 27,279.5

Word (Per cent) 100.0 100.0 IdO.0100.0 100.0

America 14.9 20.6 15.8 16.8 17.5

United States 13.0 16.8 11.5 13.1 14.0

Canada 0.9 1.9 1.9 1.4 1.7

Other America 1.0 1.8 2.4 2.3 1.8

Europe 16.1 '0.2 22.4 22.0 23.3

EC12' 13.6 17.6 18.7 18.2 19.8

Germany 6.4 6.6 6.9 8.0 7.8

France 2.2 2.8 2.9 2.1 3.0

EFTA 1.7 2.3 2.9 2.9 3.2

East Europe & USSR 0.6 0.3 0.7 0.6 0.3

Other Europe 0.2 0.1 0.2 0.2 0.1

Asia and Occania 66.9 57.3 60.4 60.1 57.8

East Asia, less China 19.9 14.8 20.5 21.5 22.2

Korea, Rep. of 2.2 2.0 4.5 5.6 6.9

Singapore 8.6 8.2 5.8 6.6 6.1

Chinese Taipei 4.0 2.8 6.2 5.1 4.8

South Asia. less India 0.1 0.3 0.3 0.2 0.4

Middle East 9.0 8.9 5.7 4.1 3.9

Saudi Arabia 8.9 8.6 1.7 3.2 3.1

Japan 31.5 25.8 24.3 24.5 22.0

Australia 3.5 4.5 5.4 5.3 5.2

New Zealand 0.7 0.7 0.5 0.5 0.5

China 1.8 2.4 3.0 3.2 2.8

India 0.4 0.1 0.7 0.9 0.8

Africa 1.2 1.4 0.7 0.7 0.7

Sub-Saharan Africa 1.1 0.8 0.4 0.3 0.3

Other Africa 0.0 0.6 0.4 0.4 0.4

a Including the territory of the former German Democratic Republic.

Source: UNSTAT. Comtrade database.

32. Elsewhere in Asia, Singapore, the Republic of Korea and Chinese Taipei are important trading
partners, especially as markets for Indonesian exports. These economies have also been important
sources of foreign direct investment for Indonesia. Among ASEAN countries, Singapore remains by
far the most important trading partner.
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Chart 1.5
Origin of imports, 1980-92
US$ million and per cent

Total: Total: Total: Total:
10,834 10,256 21,837 27,280
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Source:UNSTAT, Comtrade Database.

(c) Intra-industry trade

33. Intra-industry trade (IIT) refers to trade within rather than between industries.8 Although IIT
remains relatively low for Indonesia. it has increased substantially since the reform programme
commenced in the mid-1980s, almost doubling in percentage terms from 1985 to 1992 (Table I.9).
This is partly explained by Indonesia's impressive growth in trade in manufactured products, which
tend to have more product differentiation and intra-industry trade than rural, including agricultural,
commodities that are more homogeneous. IIT increased in all but seven ofthe 34 industry classifications
used (GATT Tariff Study Codes).

8See GATT, Trade Policv Review: Argentina, Volume 1, 1992. Measures of IIT are sensitive to the ways
products are aggregated into categories. The more highly disaggregated are product classifications, the lower
will be measured IIT. However, movements in IIT of a country over time can provide some important insights
into the extent to which countries may be capturing the gains associated with greater international trade, through
such factors as increased specialization, greater product differentiation and economies of scale. More open trading
régimes are normally associated with higher IIT, indicating that the country is increasingly engaging in the exchange
of similar goods, and capturing the benefits from greater trade.
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Table 1.9
Intra-industry. trade with the world, 1980, 1985 and 1992

TS No. of trade (%)
Code Description SITC lines 1980 1985 1992

All categories 625 9.2 11.0 19.3

01 Raw hides and skins. leather and furskins 18 3.2 1.9 11.5

02 Rubber 10 0.1 1.9 6.0

03 Wood and cork 22 0.2 0.2 1.8

04 Pulp, paper and paperboard 23 3.9 13.1 39.4

05 Textiles and clothing 64 11.2 13.4 19.3

06 Mineral products and fertilizers 53 28.4 i4.6 19.7

07 Precious stones and precious metals 11 10.1 14.0 8.4

08 Ores and metals 87 1.7 3.7 18.0

09 Coal, petroleum, natural gas 17 13.8 15.0 30.0

10 Chemicals 57 3.8 8.1 25.5

11 Non-electrical machinery 36 0.4 1.4 7.1

12 Electrical machines and apparatus 16 5.2 13.0 24.2

13 Transport equipment 26 1.5 0.5 17.4

14 Professional. scientific and controlling instruments. photographic 14 0.6 15.9 21.4
apparatus. clocks and watches

15 Footwear and travel goods 3 63.6 69.8 4.0

I6 Photographic and cinematographic supplies 3 18.5 11.1 1.9

17 Furniture 1 53.2 93.8 6.3

18 Musical instruments. sound recording or reproduction apparatus 5 8.6 35.5 75.3

19 Toys 3 9.5 6.0 26.2

20 Works of art and collectors pieces 2 36.9 3.7 6.9

21 Firearms. ammunition, tanks and other armoured fighting vehicles 3 0.0 0.0 3.4

22 Office and stationery supplies 2 19.5 42.0 60.8

23 Manufactured articles not elsewhere specified I 1 18.2 14.8 46.3

24 Foodstuffs 47 7.5 11.0 11.1

25 Grains 8 1.2 0.4 5.5

26 Animals and products thereof 19 2.0 2.1 6.8

27 Oilseeds. fats and oils and their products 30 5.3 20.2 33.3

28 Cut flowers, plants. vegetable materials 6 6.8 11.4 45.3

29 Beverages and spirits 6 6.1 6.3 40.9

30 Dairy products 5 0.4 0.0 14.0

31 Fish. shellfish and products 4 1.3 2.7 2.3

32 Tobacco 4 60.2 52.3 47.2

33 Other agricultural products of animal origin 3 23.9 98.0 11.1

34 Other agricultural products of vegetable origin 6 37.0 33.7 19.0

Note: Calculations by GATT Secretariat using 4-digit SITC Rev. 1 trade data.

Source: UNSTAT. Comtrade databa-
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(3) Outlook

34. Indonesia commenced its Sixth Five-Year Development Plan (REPELITA VI) on 1 April 1994.

Although the Plan is only indicative, it sets out in substantial detail economic targets which the

Government expects to achieve by 31 March 1999 (Box I.1). Although the economic targets for

REPELITA VI are ambitious. they essentially call for a continuation of Indonesia's impressive past

performance which saw the major objectives of REPELITA V being met.

35. The Plan calls for substantial export-led economic growth to absorb the growing labour force

and to bring about a significant reduction in poverty. The general thrust of REPELITA VI is for

on-going market-oriented reforms to improve the structural performance of the economy, underpinned

by prudent monetary and fiscal policies. The main engine of growth is to be the manufacturing sector,

with further economic diversification away from the oil and gas sector. The Plan aims for GDP per

capita to reach US$1,000 (in current prices) by the year 2000, up from US$760 in 1993.

36. The share of the population below the poverty line is projected to decline from the present

14 per cent of the population to 6 per cent during REPELITA VI. The Plan attaches a high priority
to human resource development, including improved educational facilities and training. The Government
also plans to continue its efforts at preserving the environment, including controlling water pollution.
land degradation and deforestation.

37. Initial unofficial forecasts suggest that the objectives of REPELITA VI are achievable, with
the right policies. Real GDP growth is forecast in 1994 and 1995 to be 6.5 and 6.4 per cent,
respectively.9 Non-oil exports over these two years are expected to grow by between 18 and 20 per cent
annually, and the rate of non-oil imports by 9.3 and 11.5 per cent. Inflation is forecast at 8 per cent

in 1994 and 7.1 per cent in 1995.

38. Non-oil manufacturing is projected to grow by 10.9 per cent in 1994 and 11.2 per cent in
1995. Economic activity is expected to be boosted by a continuing decline in interest rates during
1994, and money supply (M2) is forecast to grow by 21.7 per cent in 1993, and by slightly less in
1994 and 1995.

39. Despite the healthy projections, Indonesian authorities must ensure that the current growth
policies do not create a resurgence of inflationary messures through excessive demand coupled with
infrastructural bottlenecks in production, which w d most likely worsen the current account situation.

Box 1.1: Macro-objectives of REPELITA VI

REPELITA VI, the Sixth Five-Year Development Plan (1994-95 to 1998-99) continues to emphasis the
importance of macroeconomic stability, rapid growth and poverty reduction. Its main macroeconomic
objectives are for average annual real GDP growth of 6.2 per cent, based on non-oil GDP growth of

6.9 per cent, maximum annual inflation of 5 per cent, non-oil export growth of 16.8 per cent annually (in

current US$), a maximum current account deficit of 1.7 pcr cent of GDP, and average employment
growth of 2.9 per cent.

9PECC Pacific Economic Outlook, 1994-95.
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The Plan's projected performance is rather conservative. based on recent growth trends. It calls for
continued diversification away from natural resources, especially oil and gas, and growing reliance on the
private sector, as well as reduced dependence on foreign borrowing. Manufacturing is expected to
increase its share in GDP during the Plan from 20.8 per cent to 24.1 per cent, with non-oil
manufacturing increasing from 17.6 to 21.3 per cent. Agriculture includingg forestry and fishing) and
mining are forecast to decline as a share of GDP during the five years from 20.2 and 12.1 per cent,
respectively, to 17.6 and 10.1 per cent. Oil and gas exports are expected to continue falling as a share
of export receipts, from 24 per cent to 13 per cent.

REPELITA VI projects a reduced rôle for the public sector. Central Government expenditures, including
external debt servicing, are expected to stabilize at about 16 per cent of GDP. Development expenditure
is forecast to decline further during REPELITA VI from a previous average of 8.5 per cent of GDP, to
8.1 per cent. The Plan projects that a greater share of the development budget is to be spent on
education, health and infrastructure, and less on general public services, public enterprises and subsidies.
Non-oil government revenue is expected to rise further during the current plan from 14.5 per cent of
non-oil GDP to 16.9 per cent. Oil and gas receipts will fall from 29 per cent of government revenue to
16 per cent during REPELITA VI.

Economic growth during REPELITA VI is to be led by strong non-oil export performance; oil and gas
exports are expected to stagnate. REPELITA VI expects the surplus in the trade balance to increase
from US$2 billion (0.6 per cent of GDP) to US$6.7 billion (2 per cent of GDP). Underlying this
improvement is an emerging non-oil trade balance surplus of USS3 billion during the Plan. The
improvement in trade balance is expected to be matched by further deterioration in net payments for
invisibles (mainly non-factor services), leading to an expected increase in the current account deficit to
between US$3.1-3.8 billion. However, relative to GDP, the current account deficit is projected to fall
from -3.1 per cent in 1993-94 to -1.6 per cent in 1998-99.

External debt as a share ofGDP is also forecast to fail during REPELITA VI. Nevertheless, Indonesia's
rellance on external financing will increase from US$14.l billion in 1994-95 to US$17.1 billion in
1998-99. Private capital inflow is forecast to provide an increasing share of external funds, financing
over half of these requirements during REPELITA VI. Foreign direct investment is expected to rise
from US$2.2 billion in 1994-95 to US$2.9 billion in 1998-99, while other private capital inflows,
including portfolio investment and short-term funding, are forecast to increase during the Plan from
US$4.4 billion to USS7.4 billion. Debt-servicing as a share of exports is forecast to fall over the same
period, from 33.5 per cent to 22 per cent, and the ratio of total debt to annual export revenue is also
expected to fall from 183 per cent to 109 per cent.

Official assistance will continue to play a crucial will in financing Indonesia's balance of payments during
REPELITA VI. In line with the Government's objective of reducing reliance on foreign, especially non-
private borrowing, public borrowings are forecast to fall from US$7.5 billion in 1994-95 to
US$6.8 billion in 198-99. Official annual disbursements from Indonesia's Consultative Group (CGI) will
need to remain over the Plan at around US$3.7 billion.
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Il. TRADE POLICY REGIME: FRAMEWORK AND OBJECTIVES

1. Indonesia is a unitary republic with a national government, headed by the President, and
27 provinces govemed by regional and village assemblies. The President, who is Head of State, executes
policies in accordance with broad guidelines determined by the Peopie's Consultative Assembly,
constitutionally the highest authority of government.

2. International trade matters are the responsibility of the national Government, and are generally
implemented through a system of laws, decrees, regulations and instructions.' Although authority and
responsibilities are highly centralized in Indonesia, provincial governments have some taxation and
expenditure powers. as well as having limited autonomy over industrial and agricultural development.
Execution of these powers can directly impinge on domestic and international trade. For example,
several provincial arrangements control the marketing of key agricultural commodities.2

3. Guidelines on State policy covering long-term development objectives and other matters are
set every five years by the Assembly.3 These guidelines authorize general policies contained in each
five-year development plan (REPELITA). REPELITA VI. recently published, is being implemented
from 1 April 1994. The guidelines and the five-year plans are also set within the context of broad
twenty-five year plans. the second ofwhich began on 1 April 1994. The second long-term development
plan is a continuation of the first aimed at seeing Indonesia through the take-off developmental stage.

(1) Structure of Trade Policy Formulation and Implementation

(i) Institutional arrangements

4. Indonesia's official decision-making process is multi-layered (Chart II. 1). Economic, including
trade-related, policies are overseen by the Economic Stabilization Council, chaired by the President.
The Council includes all ministers falling under the Co-ordinating Ministries for Economy, Finance
and Development Supervision and for Industry and Trade, as well as the Governor of Bank Indonesia.'
Below the Council, economic policy proposals from the relevant ministry or ministries are initially
considered at monthly meetings ofthe Cabinet on Economic Affairs.5 All policies requiring presidential
decrees, and recommendations to the President, must be channelled through the Cabinet Secretary.
Other elements in the policy-making process include the Monetary Board, chaired by the Minister of

'All laws must be approved by the House of People's Representatives and the President. Presidential decrees
are issued on trade and other matters of substance that cover various Ministries.

2These are usually implemented through decrees issued by the relevant provincial Governor.

3The latest guidelines, on which policies of the Sixth Five-Year Development Plan are based, were specified
by decree from the Assembly in 1993.

'Additional members of the Council include the Chairman of the National Planning Agency (BAPPANAS),
the Ministers of Agriculture. Finance. Trade. Industry. Transport and Communication, Mining and Energy,
Co-operatives. and the Chairman of the Bureau of Logistics (BULOG). The Council was formed in 1968 to
oversee the economic rehabilitation programme .

5The Cabinet comprises the Co-ordinating Ministers for Economy. Finance and Development Supervision;
Industry and Trade; Politics and Defence; and Social Welfare. Under Repelita V. the Cabinet was called the
Development Cabinet. and during REPELITA VI. it is called the Sixth Development Cabinet.
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Finance, which examines and formulates broad monetary and financial policies, for detailed execution
by Bank Indonesia.6 Since 1991, the management and monitoring of public enterprise external borrowing
has been carried out by the inter-ministerial Commercial Offshore Loan Team (COLT).

5. Policy-making in Indonesia is highly informal, centralized and is directed by the President
through the Cabinet. Ministers are appointed by the President and need not be parliamentarians 7
Most policies are discussed informally outside Cabinet with the President and between Ministers to
reach a consensus. Once the President has agreed, policies are submitted to the Cabinet for formal
approval.

6. Trade policy formulation and implementation involves a number of Ministries, including the
Co-ordinating Ministries for Industry and Trpde, and for Economy, Finance and Development
Supervision, as well as individual Ministries, such as Trade, Industry, Agriculture, Forestry, Mining
and Energy. and Finance.8 Amendments to trade policies are initiated by the Ministry ofTrade, through
its Directorate-General for Foreign Trade, and submitted to the Co-ordinating Ministry for Industry
and Trade.9 Bank Indonesia, the nation's central bank, has also influenced economic policy formulation. 10

7. The authority to sign international trade treaties and bilateral trade agreements is normally
delegated to the Director-General for Foreign Trade. However, in certain cases, such as concluding
the Asian Free Trade Agreement (AFTA), such authority remains with the Minister of Trade.

8. The former Co-ordinating Ministry for Economic, Finance, Industry and Supervision of
Development (EKUIN) was split in 1993 into the Co-ordinating Ministry for Economy, Finance and
Development Supervision and the Co-ordinating Ministry for Industry and Trade. The latter was
established to co-ordinate the Departments of Trade and Industry, as well as others, and to assist the
Co-ordinating Ministry for Economy. Finance and Development Supervision in the implementation
of economic policy. The Economic Policies Deregulation Team (Box II.1, also advises the two
Co-ordinating Ministers. who in turn report to the President.

6Other members include the Governor of Bank Indonesia, as well as some government advisers.

7The Cabinet, with a number of economists among its members, has played an important rôle in reforming
Indonesia's economic and trade-related policies since the mid-1980s.

8Co-odinating Ministries play an important rôle in assisting the President to co-ordinate policy formulation
and implementation. The Co-ordinating Minister for Industry and Trade co-ordinates mainly the Ministries of
Industry. Trade; Agriculture, Mining and Energy; Health; Tourism, Post and Telecommunications; Forestry;
Co-operatives and Small Businesses; Manpower; Research and Technology; Investment; and Environment.
Since the previous Trade Policy Review of Indonesia, the Government, for administrative reasons, abolished
all junior ministerial positions, including that of the Junior Minister of Trade.

9The Minister of Trade usually consults with other Ministries where trade policies impinge on other areas.
and joint decrees are often issued with other Ministers. According to authorities, annual unpublished reviews
of trade policy have been conducted by the Ministry of Trade following Indonesia's 1990 GATT Trade Policy
Review.

10Bank Indonesia does not hold independent official views on overall economic policy that are distinct from
the Government. It formally advises the Government on monetary and financial matters.
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Box 11.1: The Economic Policies Deregulation Team

The Economic Policies Deregulation Team, established in 1985, develops and oversees Indonesia's
reform programme. The Team has played an important rôle in formulating and implementing Indonesia's
microeconomic and structural reforms. Directed by the Assistant to the Co-ordinating Minister for
Economy, Finance and Development Supervision, the Team comprises staff from the Co-ordinating
Ministries, the Departments of Industry and Trade, as well as the Office for the Efficient Use of the State
Apparatus and the Cabinet Secretary.

The Team has been instrumental in preparing all deregulatory packages announced since the reform
programme commenced in 1986. It is responsible for analyzing problems associated with the import and
exportlicensing regulating and procedures that are thought to be constraining economic growth;

formulating policy proposals on deregulation and debureaucratization, in consultation with relevant
ministries and institutions; discussing policy proposals at ministerial level; and monitoring the
implementation of deregulatory reforms at both the central and regional levels.

9. The Tariff Team has, since 1989, existed as an interdepartmental body to assist in compiling
deregulatory tariffpackages in accordance with government policies, and reviewing the effects ofcurrent
trade taxes on Indonesian industries. " In formulating its proposals to the Minister of Finance on import
and export duties, the Team reviews industry requests for tariff relief from import competition and,
according to authorities, examines ways of improving the effectiveness of tariff protection afforded
domestic producers. 12 It also evaluates problems arising from the implementation of import and export
regulations. The Team appears to have little direct rôle in formulating tariff policies; rather it works
largely within the Government's stated tariff policy to 'fine-tune' import duty levels. According to
the authorities, it takes into account such factors as the product's domestic demand situation, local
production capacities. differences between domestic and international prices, as well as the effects of
tariffs on other parties (producers. consumers and traders). The Team has periodically proposed
increased tariffs in the past to provide domestic producers with relief from importcompetition, or to
compensate final producers for tariff-inflated input costs. Its deliberations and recommendations are
not made public.

10. Since the last Trade Policy Review of Indonesia, the Teamhas beendirectedby theGovernment
not to recommend tariff increases.

'The Team annually recommends tariff changes to be included in the major deregulation package normally
announced in the first quarter of each financial year.

'2The Tariff Team comprises the Ministers of Finance and Trade, as well as senior officials from these and
various other departments. The Tariff Tearm is assisted by a "Technical" Tariff Team, comprising less senior
officials from various ministries, which mainly evaluates, with the help of the Ministry of Industry, appeals and
requests from domestic manufacturers and importers for changes in customs duties and regulations.
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(ii) GATT obligations and their legal status

11. Indonesia signed the Subsidies Code, with a reservation, in 1985,13 and acceded to the Code
on Technical Barriers to Trade on 1 September 1993. It has observer status in a further five codes,
these being the Agreements on Government Procurement, Customs Valuation, Import Licensing, Civil
Aircraft and Anti-Dumping.

12. The General Agreement, and the two Tokyo Round Codes to which Indonesia is a signatory,
are not directly incorporated into domestic legislation. However, according to the Indonesian authorities,
these commitments are generally reflected in relevant domestic laws, and implemented through decrees
and regulations which individuals may challenge through the courts. It is general practice for national
laws to comply with international obligations. Indonesian domestic legislation would be brought into
conformity with its international commitments in the event of an inconsistency between the two.

13. Indonesia has accepted the Final Act of the Uruguay Round, without reservation.14 Once the
Final Act is ratified by the Indonesian Parliament, the necessary changes to domestic legislation can
be executed mainly by issuing presidential and ministerial decrees. However, new domestic laws will
also be needed in a few instances to implement the Uruguay Round agreements.

(a) Uruguay Round commitments on market access

14. Indonesia agreed to commitments in the Uruguay Round aimed at providing greater market
access to foreign exporters of manufacturing and agricultural products. These obligations are to be
implemented over 10 years, starting 1 January 1995 (assuming that the World Trade Organization enters
into force on that date).

15. The Government offered to increase the overall coverage of tariff bindings from well under
10 per cent of total tariff lines to some 95 per cent, at a ceiling tarifflevel of40 per cent (Table Il. 1).15
However, much higher rates of bound tariffs, "ceiling" bindings, will exist on certain agricultural
products in accordance with the Agreement on Agriculture.

13Indonesia joined the Code subject to the reservation that pre-existing export finance subsidies provided by
the ExportCredit Facilitation Scheme and operated by Bank Indonesia would bephased-out by April 1990. These
subsidies were removed in accordance with this commitment.

14GATT (1994), document MTN.TNC/M(94)ST/17.

15Based on 1992 imports, the share of imports covered by bound items would increase under the offer from
23 per cent to 92 per cent.
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Table 11.1
Summary of Indonesia's market access ofter under the Uruguay Round

Tariff lines Tariff averages 1992 Imports
Number Per cent Simple Import-weighted8 US$ million

Manufactures
Existing bindings 823 8.8 10.8 8.1 6,227
New bindings 6,714 71.6 19.8 11.7 16,302

Bound manufactures 7,537 80.3 18.7 11.1 22,529
Exceptedc 504 5.4 36.3 27.5 2,285

Total manufactures 8,041 85.7 19.9 12.6 24.815
Agriculture

Existing bindings 65 0.7
New bindings 1,276 13.6

Bound agriculture 1.341 14.3 19.9 5.9 2.464
Total agriculture 1,341 14.3 19.9 5.9 2.464
Total bound items 8.878 94.6 19.9 ... 24,993

Total unbound items 504 5.4 ... ... 2,286

Total tarifflines 9.382 100.0 19.9 12.9 27.279

. . . Not available.
a Includes surcharges.
b Weighted using 1992 value of imports.
c Approximately 12 percent, or6l of these tariff lineshadtariff rates above 40 per cent. These items covered, principally, transport

equipment, and currently have rates of mainly 140 or. following the June 1994 reform package, 275 per cent.

Source: TIP Project, Ministry of Trade.

Manufacturing

16. On manufacturing products, the offer to bind tariffs covers some 94 per cent of industrial tariff
lines. The main manufactured items excluded from the offer include motor vehicles and parts, certain
pharmaceuticals, steel as well as organic and inorganic chemicals, some of which had tariff rates
exceeding 40 per cent. 16

17. Although the offer represents substantial commitments by Indonesia, the exclusion of items
with existing rates above the "ceiling" bound level of40 per cent means that meeting these obligations
will not reduce applied tariffs. Applied tariff rates on bound manufacturing items are currently below
the ceiling rate of 40 per cent; some 55 per cent of lines had tariffs of 20 per cent or less.

18. Indonesia has also agreed to remove import surcharges on bound items within 10 years from
the coming into force of the World Trade Organization. Some 159 manufactured tariff items, with
surcharges ranging from 5 to 25 per cent, are covered by this commitment.' As all combined tariffs

16Although tariff rates on remaining unbound items were mainly 40 per cent or below, much higher tariffs
apply to 61 tariff lines covering principally motor vehicles and parts. Goods not bound also include salt, explosives,
certain plastics and rubber products, aircraft and parts, certain ships and floating structures, certain instruments,
arms and ammunition, antiques and works of art.

17The highest surcharges, of 20 per cent and above, affected by this offer applied to polyethylene,
polypropylene, newsprint, tread and vulcanized rubber.
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and surcharges on items in the offer are below the bound ceiling rate of 40 per cent, protection could
be maintained by incorporating surcharges into tariffs.

19. Indonesia's commitment to abolish over 10 years non-tariff measures (NTMs) on bound items
covers 98 manufacturing tariff lines, equivalent to just over half of all items affected at the time by
NTMs. 18 The main measures affected are IP, IT and AT import licences.'9 In addition, special BULOG
import licences are to be abolished on new and used rice sacks and Pertamina licences are to be removed
on certain lubricants. Indonesia had made no commitment to remove NTMs on previously bound tariff
items.

Agriculture

20. Indonesia's commitment on tariff bindings covers all agricultural tariff lines, most of which
represent new bindings. Initially, bound tariffs will range from 10 per cent (on non-wheat cereal flour)
to 238 per cent (on some dairy products). These rates are substantially above existing tariff rates for
the great majority of products (Table Il.2). Ceiling bindings are to be reduced by Indonesia over a
ten-year period by a minimum of 10 per cent each, and overall by an average of 33 per cent.20 These
reductions will lower bindings to within the range ot from 9 to 210 per cent by 2004. By then, some
four-fifths of agricultural tariff lines will be bound at ceiling tariff rates of 40 per cent, while tariffs
on other items will be bound at rates of mainly 50 and 60 per cent.

Table 112
Market access commitments by Indonesia on major agricultural products under the Uruguay Round
(Per cent)

H.S. Chapter/Code Product Existing tariff Rate ofceiling tariff bindingb
Initial Final

Bulog-controlled
10.06 Rice 0 180 160
10.01.10. 10.01.90.190 Wheat 0 30 27

Flour
11.01 Wheat 6 30 27
11.02.30 Rice 5 10 9
11.02.90 Other cereal (apart from maize and rye) 5 10 9
12.01.00.100 Soybeans 10 30 27
12.08.10.000 Soyabean meal 10 45 40
17.01, 17.02.10.'00 Sugar 10 110 95

(Cont'd)

18NTMs not covered by the offer mainly affect motor vehicles and parts, as well as iron and steel products.

19See Chapter IV for the meaning of these licensing categories. IP licences to be removed cover mainly
flat-rolled iron and steel products as well as steel tubes and pipes, venetian blinds, engine and engine parts, forklift
trucks, bulldozers, tractors and electronic organs; IT licences are to be abolished on sugar substitutes such as
saccharine and cyclamates, certain handtools, and disposable gas-filled cigarette lighters; and AT licences will
be terminated on locomotive engines.

20Under the Agricultural Agreement, developing countries were required to cut ceiling bindings overall by
a minimum of 24 per cent.
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H.S. Chapter/Code Product Existing tariff Rate of tariffbindingbInb

~~~~~~~~~~~~~~~nta Fina

01
02
04
04.07-08
04.09
06.01-02
06.03
G7.01-10
07.03.20.000
08.01-02
08.03-10
09.01
09.02
09.04-08
09.07
10.01.90 - 10.05, 07, 08.
11.02.10-20, 11.03.09
12.01. 12.03-07
14.01.20
15.08-14
15.17.10
16.01-03
17.02.10.920 - 17.03
17.04
I18
19.02
19.03
19.04
19.05
20.01-05
20.06-08
20.09
21
21.03.10
22.01-02
22.03-08
23.04-06
23.09
24.01
24.02-03
33.01
35.01
41.01-03, 43.01
51.01
52.01-03
53.01-02

Other
Livestock
Meat
Dairy products
Eggs

Honey
Live trees and other plants
Flowers (cut)
Vegetables (fresh or chilled)
Garlic

Nuts
Fruits (fresh)
Coffee
Tea
Spices
Cloves

Cereals & products thereof

Oilseeds
Rattan
Vegetable oils
Margarine

Prepared meat foodstuffs
Sugars
Confectionery

Cocoa & cocoa preparations

Pasta
Tapioca
Prepared cereal foods
Bread and pastry products
Vegetable preparations
Fruit & nut preparations
Fruit juices

Miscellaneous edible preparations
Soya sauce

Non-alcoholic beverages
Alcoholic beverages
Oilcake
Animal feed
Unprocessed tobacco

Processed tobacco
Essential oils
Casein
Raw hides & skins
Wool

Raw cotton

Flax & hemp

0, 15
20, 30

20, 30. 40
20, 30
30

0, 10. 20
40

10, 30
10

10, 30
20. 30

0, 25, 30
30
30
5

5, 10, 15

5, 10
10

5, 10, 20
30, 40
30, 40

10, 15, 30
10. 30, 40

10. 20
30, 40
30

30, 40
30, 40
30, 40
30, 40
30, 40

10, 15, 30, 40
30

5. 30. 40
40, 50
5, 10
10
15

5, 15, 30
0, 10, 20

5
O
5
O
5

50, 45
70

50, 70, 100, 238
80, 50
g0
50
70

70, 90, 100
60
90

90, 60
95, 100

100
100
75
70

45
50, 45

45, 50, 60
100, 110

45, 60, 100, 110
70, 75, 80, 90

70, 90
60. 70, 90

60. 80, 90, 100
80
80

80, 90
50, 80
90
90
90
90

55, 80, 90
90, 170

50
45, 50
45

70, 90, 130
45, 50, 60, 70

60
50, 60
60
30
60

a Includes import surcharges.
b The bound tariff rate operative in the first year of the Agreement will be the initial rate Iess one-tenth of the reduction offered

over the 10-year period. Assuming that the Agreement is implemented from 1 January 1995, the final bound rate will become

operative on 1 January 2004.

Source: GATT Secretariat.

40
50, 40
210, 40

40
40
40

60, 40
50, 40
50

60, 40
50, 40
50, 40
60, 40
40
60
40

40
40

40, 35
60, 40
40
40
40
40

60, 40
40
40

50, 40
60, 40
60, 40
60, 40
60, 40
40

60. 40
150,70
40, 30
40
40
40

50, 40
40
40
40
27
40
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21. Initial ceiling bindings, of respectively 180 and 1 10 per cent, have been offered on rice and
sugar products currently importable exclusively by the State-trading entity, BULOG.21 These rates
are to undergo minimal reductions to 160 and 95 per cent, respectively, by 2004. Ceiling bindings
on other BULOG-controlled products, although much lower, are also subject to minimal reductions,
such as on yellow soybeans and soyabean meal where the bound rates are to be reduced from 30 and
50 per cent, respectively, to 27 and 30 per cent. In the case of flour covered by BULOG, the previously
bound rate of 10 per cent on non-wheat flour will be reduced to 9 per cent by 2004, while the initial
bound rate on wheat four of 30 per cent will fall to 27 per cent.

22. Other, non-BULOG controlled, agricultural products subject to specific ceiling bindings, together
with the maximum initial and final bound tariff rates, include meat, 70 down to 50 per cent; most
fresh fruit and vegetables, 90 down to 40 per cent; tea, 100 down to 60 per cent; coffee, 100 down
to 50 per cent; spices, 100 down to 40 per cent; margarine, 110 down to 60 per cent; sugars and
sugar confectionery, 90 down to 40 per cent; cigarettes, 130 down to 40 per cent; and alcoholic
beverages, 170 down to 150 per cent. As tariffication was not used for most agricultural products,
the associated current and minimum access provision does not apply and Indonesia cannot claim the
special agricultural safeguard provisions included in the agreement.

23. Indonesia did, however, tariffy a few important agricultural products. Dairy products, some
of which were previously bound at a rate of 10 per cent, were all tariffied at an initial rate of
238 per cent, subject to maintaining current annual market access of 414,700 tons of products (fresh
milk equivalent) at a reduced maximum (bound) in-quota tariff rate of 40 per cent.22 By tariffying
these products, Indonesia was able to increase previously bound rates on certain dairy products, and
will be able to use the special safeguard provisions included in the tariffication arrangements.23 Cloves
were also tariffied at initial and final tariff rates of 75 per cent and 60 per cent, respectively.

24. The Indonesian Government will be required to remove non-tariff measures covered by the
Agreement on Agriculture. This does not necessarily affect BULOG's operations, including import
monopolies over designated products, but only any non-tariffmeasures that may currently be maintained
by BULOG. Future levels of protection afforded by BULOG, however, cannot exceed the bound tariff
levels. According to authorities, Indonesia is to remove the local content requirements on dairy products
and soyabean cake used in animal feed production over 10 years and 3 years, respectively.

21Indonesia agreed to provide import opportunities, on an m.f.n. bass, equal to 70,000 tons of rice annually
under a tariff quota, at a reduced duty rate of 90 per cent.

22According to Indonesian authorities, Indonesia has agreed to levy a lower tariff of 5 per cent on in-quota
imports of dairy products. See the agreed minutes of the Indonesian-New Zealand discussions.

23Indonesia cannot therefore introduce direct export subsidies on any other agricultural product, or surpass
its commitment levels for rice.



Indonesia C/RM/S/52
Page 29

25. Indonesia also notified, under the Agricultural Agreement a direct export subsidy for rice of
US$28.3 million, on 299,750 tons, in the 1986-90 base period.4 Under the terms of the agreement,
Indonesia has offered to reduce these export subsidies to US$21.5 million, covering 257,785 tons,
by 2004.

26. The Government did not notify any non-exempt subsidies nor make any specific commitments
concerning domestic support for agriculture. This indicated that, during the 1986-88 base period for
domestic support, Indonesia had applied only "green box" and other exempt policies, or that the total
value of support, as measured by the Aggregate Measure of Support (AMS), on individual products
feIll within the 10 per cent de minimis limit allowed for developing countries.5 It did notify a number
of agricultural support measures, totalling about Rp 2,350 billion during 1986-88, that were exempt
from reduction commitments by virtue of either falling within the "green box" exemptions, or being
special schemes permitted for developing countries. Measures notified included government funding
of fertilizer and seed support programmes, irrigation subsidies, agricultural research and extension
services, and production programmes for livestock, food and estate crops.

(iii) Advisory and review bodies

27. Indonesia has no statutory independent body to review or advise on the Government's economic
policies, including the provision of government assistance. The House of People's Representatives
(DPR), the main legislative body, may influence trade-related policies through the formation ofvarious
commit ees to review and debate public policy issues.

28. The Government receives advice on trade-related and other economic matters from various
external agencies, especially the Harvard Institute for International Development, the World Bank and
the IMF, as well as several domestic research institutions, including the University of Indonesia and
related institutes, the Centre of Policy and Implementation Studies as well as the Centre of Strategic
and International Studies.

29. The private sector has close ties with the Government, especially through the umbrella
organization of the Chamber of Commerce and Industry (KADIN), which is the main "official" body
representing business interests. Substantive business-government interaction also exists with individual
industry associations, which number approximately 350. Some industry associations, especially the
Association of Plywood and Wood Manufacturers, have successfully influenced government policy
to protect their vested interests.26 The Association, a domestic cartel which regulates both domestic

24Under the special safeguard provisions of Article 5 ofthe Uruguay Round Agreement on Agriculture, members
may - if the volume of imports in any year exceeds, or the price of imports fall below, certain trigger
levels - impose additional duties up to one-third of the ordinary customs duty for the remainder of the year in
which these are imposed.

25Indonesia cannot therefore apply non-exempt policies ofdomestic support to agricultural output that exceed
10 per cent of the value of production of the commodity concerned.

26Bhattacharya and Pangestu (1993), p. 40.
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sales and exports, has effectively lobbied the Government in the past to maintain export controls on
unprocessed timber products, as well as regulations on the export of plywood and rattan products
(Chapter V).

30. Large domestic businesses have, it is suggested, received extensive benefits (including direct
subsidies, preferential loans and Government-sanctioned monopolies) as part ofIndonesia's pastpolicies
of encouraging industrialization through the development of large conglomerates.27 These groups,
it is claimed, have been influential in shaping the course of trade-related policies.

(2) Trade Policy Objectives

31. Since the 1990 Trade Policy Review of Indonesia, the Government has continued to follow,
albeit at a reduced pace, unilateral trade and investment liberalization as a means ofsupporting its general
economic objectives ofpromoting balanced economic growth and employment, including at the regional
level. Trade policies under REPELITA V were aimed at generating a pattern and pace of economic
growth that would maintain sustainable development. Paramount objectives have been to further diversify
the economy away from the oil sector into internationally competitive value-addcd manufactured products,
as well as continuing to achieve agricultural self-sufficiency, especially for rice, through maintaining
strict import controls.

32. Indonesia's impressive economic performance since the mid-1980s has largely been the result
of export-led growth, especially of manufactures. The value of manufactured exports, especially of
textiles, clothing, footwear. wood products and furniture, has grown annually on average by over
20 per cent during the period 1985-92.28 Much of this growth can be attributed to efforts taken since
the mid-1980s towards trade liberalization aimed at reducing the anti-export bias and high-cost effects
of import substitution policies. According to the Government "...The steps toward deregulation,
debureaucratization and decentralization will always be carried on and improved, so that at a given
moment the engine of national development can be fully in the hands of society..."...

33. The Government was concerned by the apparent fall in foreign inward direct investment, and
the flattening in growth of non-oil export values, that occurred in 1993-94.30 The Government views
a more market-oriented economy, exposed to greater import competition and aided by increased foreign
investment, important for continued economic diversification and strong non-oil export growth. Although
the Government is committed to on-going trade and investment reforms, the future pace and depth

27Sato (1993).

28Non-oil exports have grown to become Indonesia's principal exports; from US$13.5 billion in 1989 to
US$27.1 billion in 1993, an annual average increase over this period of almost 22 per cent.

29President Soeharto, Opening Speech of the Fourth PDI Congress, Medan, 21 July 1993.

30The President, for example, reportedly instructed economic ministers to investigate the reasons for the drop
in export performance in 1993, and to formulate the necessary remedies (Indonesia Business Weekly, 1994).
This declining export performance was an important factor behind the Government's decision last May to virtually
abolish divestiture and foreign ownership requirements to attract foreign investment (Chapter III).
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of market-opening measures is likely, in practice, to be largely influenced by Indonesia's non-oil export
performance.

34. Indonesia saw a satisfactory conclusion to the Uruguay Round as essential for preserving the
multilateral trading system to which it is committed. In this regard, it played an active rôle in the
Uruguay Round negotiations, both individually and as a member of ASEAN, the International Textiles
and Clothing Bureau and the Cairns Group on Agriculture. Despite its on-going commitment to the
multilateral trading system, Indones-a has, together with its ASEAN members, taken steps to improve
regional trading opportunities, especially through the decision to phase-in a free-trade area under AFTA
by 2008, at the latest.31

(3) Preferential Trading Relations and Regional Co-operation

(i) Preferential trade arrangements

(a) Association of Southeast Asian Nations (ASEAN)

35. Indonesia, one of the six ASEAN members32, has provided limited tariff preferences to imports
from other participants since the Preferential Trading Arrangement (PTA) was formed in 1978.33 The
PTA, however, has led to very little expansion in the share of intra-ASEAN trade.4 In 1990, well
over 80 per cent of ASEAN's merchandise exports and imports continued to involve external trading
partners, especially the United States and Japan.35

36. Indonesia's intra-ASEAN trade remains relatively small, accounting for under 15 per cent of
both exports and imports, and is conducted mainly with Singapore and Malaysia. Indonesia contributes
less than 20 per cent of ASEAN merchandise exports, despite accounting for about half of the Group's
GDP. Although Indonesia's overall growth in trade since 1980 has been less impressive than for some
other ASEAN members, its trade performance accelerated greatly, and has vastly exceeded world export
growth, since commnencing its economic reform programme in 1986.

31ASEAN members have recently agreed to accelerate the implementation ofAFTA by five years, to 2003.

32The other members ofASEAN are Brunei Darussalarn, Malaysia, the Philippines, Singapore and Thailand.

33The PTA, notified to the GATT in 1978, provided tariffpreferences of between 25-50 per cent on selected
products originating from members, subject to national exemption lists. Although a GATT Panel concluded
in 1979 that the PTA did not meet the requirements ofArticle XIV of the General Agreement, Contracting Parties
nevertheless agreed to its formation, provided external barriers were not raised and the Arrangement was reviewed
bi-annually by GATT. No such reviews, however, have been conducted. See GATT, BISD S/224.

34The margin of preference given to ASEAN members under the PTA was progressively increased from
25 per cent to the maximum of 50 per cent, and the exemption list was confined to 30 per cent of all products.
The goal set in 1987 was to have half of the value or 90 per cent of all line items traded among ASEAN members
fully under the PTA within five years, or in the case of Indonesia and the Philippines, seven years.

35Intra-ASEAN trade grew more slowly during the 1980s than trade with any other region, and below ASEAN
world exports.
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37. The Indonesian Government, although somewhat initially reserved on Singapore's proposal
to form a common regional market, firmly supported the establishment of the ASEAN Free-Trade
Area (AFTA) on 1 January 1993. The proposal, adopted by ASEAN members in 1992, was taken
largely in response to the formation of other regional blocs, most notably greater integration within
the EC and the creation ofNAFTA. The aim ofAFTA is to increase intra-ASEAN trade and investment,
as well as to generate greater foreign investment from outside the region in order to prepare ASEAN
industries for a global market. AFTA is not envisaged as a customs union; members are not required
to set a common external tariff. and it is not intended to constrain in any way each members' efforts
to unilaterally or multilaterally liberalize trade.

38. The backbone of AFTA, the Common Effective Preferential Tariff (CEPT) Scheme, calls
for the phased introduction ofa free-trade area over 15 years. By 1 January 2008, members are required
to reduce tariffs on ASEAN trade to between 0 and 5 per cent.36 Products to be covered under the
CEPT Scheme were selected on a sectoral basis at the 6-digit HS level. Services and unprocessed
agricultural products are not included in the CEPT Scheme.37 Common preferential tariffs at rates
of from free to 5 per cent are to be phased-in on 15 agreed manufactured and processed agricultural
product groups. The tariff reduction programme comprises both Fast and Normal Tracks. Products
classified under the Fast Track programme with tariffs of 20 per cent and above are to be reduced
to 0-5 per cent by 2001, while those with tariffs below 20 per cent must do so by 2000.38 Under the
Normal Track tariffs on products currently with duties of 20 per cent and above are to lowered to
0-5 per cent by 2008, while those products with existing tariffs of below 20 per cent have until 2003.39
Initial tariff reductions, scheduled for January 1993, were delayed until 1 January 1994 because of
difficulties in reaching agreement on the range of products to be included under the CEPT, including
specification of temporary exclusions which are permitted at the 8/9-digit HS level (subject to their

36Although countries are free to determine the annual rate of tariff reductions, countries are generally encouraged
to lower rates on a straight-line or uniform basis over the relevant time period. Tariffs may, ofcourse, be lowered
more quickly to the required range of free to 5 per cent.

3'Although unprocessed and only slightly processed agricultural products that have undergone little change
in form from the raw materials are not strictly included in the CEPT Scheme, a number of members, including
Indonesia, have unilaterally offered a substantial number of these products under both the Fast and Normal Tracks.
See GATT (1993) document L/7307/Rev. 1.

38Fast Track product groups are cement, fertilizer, pulp, textiles, jewellery and gems, medicine, electronics,
chemicals, rubber products, vegetable oils, ceramics, glass and copper cathodes. The estimated SITC groups
covered by these CEPT categories and the Indonesian input/output categories affected are given in Table 11.3.
On this basis, total ASEAN exports and imports of CEPT Fast Track products have been estimated at, respectively,
US$44.8 billion and US$58.7 billion in 1991, corresponding to 28.1 and 33.2 per cent of ASEAN's total trade
with the rest of the world. The products are more significant in intra-ASEAN trade, corresponding to around
50 per cent of intra-ASEAN exports and imports in 1991. See Togashi (1993).

39Existing tariffs of above 20 per cent must be brought down to 20 per cent by either 1998 or 2001. Within
these maximum periods set under the Fast and Normal Tracks, each member is free to choose the timing of tariff
reductions.
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being reviewed after the eighth year of the Scheme).40 Under the programme, Indonesia reduced rates
on a number of tariff lines from 1 January 1994.

Table 11.3
Fast Track products under the CEPT Scheme

CEPT product group SITC classification Indonesian input-out sector

Vegetable Oils 42 28

Cement 6612 44

Chemicals 51, 52, 53. 59 40
Pharmaceuticals 54 40

Fertilizers 56 39

Plastics 58 42

Rubber products 62 42
Leather products 61 36-82. 36-83

Pulp 25, 64 38
Textiles 65 36-76, 36-78, 36-80, 36-81
Ceramic and glass products 662, 663, 664. 665. 666 43
Copper cathodes 7761, 7762 48-122

Electronics 72 48-121. 48-122, 48-123, 48-124, 48-125
Wooden and rattan furniture 6327 37-87

Gems and jewellery 897 50

Source: Togashi (1993).

39. Indonesia has offered to apply CEPT reductions to some 80 per cent of its tariffs, of which
about two-thirds are to be lowered under the Normal Track programme. Tariff items excluded from
the CEPT Scheme by Indonesia cover temporary exclusions representing some 18 per cent of tariff
lines;41 some 3 per cent of tariff lines cover unprocessed agricultural products; and a small percentage
of lines are covered by a general exemption. CEPT product groups accounted for about 35 and
52 per cent, respectively, of Indonesian intra-ASEAN exports and imports in 1991,42 Indonesia, like
other members, has excluded a number of products important in intra-ASEAN trade, such as certain
electrical products, transport equipment, paper and paper products, iron and steel, as well as petroleum
products.

40At the informal ASEAN Economic Ministers Meeting in Kuala Lumpur in April 1994, members agreed
to review the implementation of AFTA with a view to accelerating its introduction. In particular, governments
agreed to identify those products with tariff rates above 20 per cent that can be lowered to below 20 per cent
in under five years, and to reduce the time period for tariff reductions on products with tariffs of less than
20 per cent. Major changes were agreed by ASEAN Economic Ministers at their forum meeting in Thailand
during September. Ministers agreed to advance the full implementation ofCEPT tariff reductions by five years,
to 2003, and to broaden the coverage of products to include, subject to exclusions, agricultural goods. See Asian
Wall Street Journal, Asean Moves to Accelerate Creation of Free-Trade Area, 22 September 1994.

41Members may temporarily subtract goods from the agreed product categories provided their tariffs are reduced
to 0 to 5 per cent before 1 January 2008.

42Togashi (1993). In terms of Indonesia's exports and imports with the rest of the world, the shares fall
to 14 and 29 per cent, respectively.
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40. The more important CEPT products for Indonesian exports are textiles, vegetable oils, wooden
and rattan furniture and pulp, most of which go to Singapore. For Indonesian imports, the most
significant CEPT groups are chemicals, electronics, plastics, vegetable oils and pulp. The Indonesian
m.f.n. tariffs on CEPT products currently range from 0 to mainly 40 per cent, and average, on an
unweighted basis, approximately 19 per cent. Over one-third of affected tariff lines currently have
duties of either zero or 5 per cent; a further 8 per cent have a rate of 20 per cent; and the remainder
are dutiable at principally 30 per cent.43

41. Ascertaining the effects of the CEPT Scheme on Indonesian trade flows and the structure of
tariffprotection afforded domestic industries is difficult44 Initial opinion suggests thatCEPT reductions
will not significantly reduce the overall structure of protection and are therefore unlikely to generate
substantial import creation.45 Tariffs, including preferences under the PTA, applied by Indonesia on
many CEPT products are already relatively low and probably do not substantially restrict intra-ASEAN
trade. Moreover, tariff reductions by themselves, without corresponding reductions in significant NTBs,
will have little impact.46 Nevertheless, it is possible that tariff reductions on certain vegetable oils,
furniture, plastic and some electronics may expose Indonesian producers to greater overall import
competition.47 On the export side, the greatest benefit to Indonesia from CEPT tariff reductions by
other members are likely to be in the textiles and cement sectors, provided non-tariff barriers in those
countries are not significant.

42. As well as eliminating most tariffs between members, the CEPT aims at eliminating controls
over foreign exchange, quotas on included products, and phasing-out other non-tariff barriers within
five years. In adopting the AFTA, the ASEAN Summit recognized "the importance of non-tariff and
non-border areas of co-operation to complement tariff liberalization in increasing regional trade and
investment...48 However, as yet little has been done in this regard; efforts have so far concentrated
on implementing the tariff reductions, which themselves were delayed. An important first step in
removing non-tariff barriers would be to harmonize technical standards across members by adopting
international norms, including for testing procedures.49

43Togashi (1993).

44Granting preferential tariffs will lower assistance to domestic industries and, therefore, exert competitive
pressures for industrial restructuring only if increased preferential imports reflect an overall rise in import
competition (trade creation), and do not simply replace non-preferential imports (trade diversion).

45Togashi (1993).

46Kumar (1992).

47However, even in these areas, it is likely that a substantial share of imports will continue to come from
non-preferential suppliers since, even wi`h these preferences, ASEAN producers will be uncompetitive
internationally.

48ASEAN, Singapore Declaration (1992).

49Kumar (1992).
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(b) GSP and GSTP

43. Indonesia extends preferences under the GSTP scheme. Tariff preferences under the Seheme
must not exceed those available to ASEAN members. Under the GSP. Indonesia receives preferential
tariff treatment in all developed markets. In 1992 the United States accepted a petition for the withdrawal
of GSP terms to Indonesia for alleged violation of workers' rights; since February 1994, the review
has. according to the United States' authorities, been suspended.

(ii) Regional co-operation and trade agreements

(a) The Forum for Asia Pacific Economic Cooperation (APEC)

44. APEC. although not a preferential trade agreement. as an important forum aimed at promoting
members' trade and investment interests through greater co-operation and consultation. It monitors
and examines developments in multilateral. as well as regional. trading arrangements, with particular
emphasis on ensuring that members implement policies that are GATT-consistent. It is looking at ways
to harmonize and simplify customs procedures in order to facilitate trade among members, including
the feasibility of establishing an electronic tariff database, and is encouraging the harmonization of
standards. including mutual recognition of conformance and certification arrangements, among members
based on international norms. Regional trade facilitation was an important theme at the Ministerial
Meeting in Seattle in 1993. APEC is also an important vehicle for disseminating information on foreign
investment guidelines. Indonesia is to host the second APEC summit in November 1994.

45. No comprehensive blueprint exists within APEC for liberalizing trade between members. Any
such initiatives would require the agreement of all APEC participants. Members, including Indonesia,
have stressed that any efforts to liberalize regional trade would need to be GATT-consistent, and support
for the multilateral system has been a central theme of APEC since its inception. As well as working
to accelerate the implementation of trade liberalization measures agreed by members in the Uruguay
Round, Indonesia believes that APEC should conduct concrete measures to facilitate intra-APEC trade.
Ail efforts should be executed on an m.f.n.. rather than a preferential, basis. Indonesia also sees an
important rôle for APEC, through its Committee on Trade and Investment, in helping developing
members implement the various Uruguay Round agreements.

46. Beyond trade, Indonesia believes that APEC should work towards promoting human resource
development aimed at bridging the differences between members in development levels. APEk. could
help facilitate this by providing and co-ordinating training services aimed at transferring human capital
skills. Greater attention should also be given by APEC in fostering the development of small and
medium-sized enterprises, seen by Indonesia as being important in the growth ofdeveloping members,
through providing information and training facilities.

(b) Bilateral agreements

47. Indonesia maintains bilateral trade-related agreements with some 50 countries, covering economic,
trade, industry and technical co-operation between the parties. These agreements are GATT-consistent,
being based on m.f.n. treatment and non-discrimination.
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(c) Pacific Economic Co-operation Conference (PECC)

48. Indonesia participates in the PLCC, which is a tripartite government-business-academic body
established to promote regional trade and economic policy co-operation.

(iii) International commnodity agreements

49. Indonesia remains committed to UNCTAD's Integrated Programme for Commodities and the
Common Fund. It is a member of a number of international commodity organizations, including the
International Natural Rubber Organization (INRO), the International Tropical Timber Organization,
the International Pepper Community (IPC), the Asia Pacific Coconut Community (APCC), the
Association of Natural Rubber-Producing Countries (ANRPC) and the International Coffee Organization.
Indonesia has recently introduced a coffee retention plan for controlling exports in line with the
re-commencement of the international marketing arrangements, and its membership ofthe Association
of Coffee-Producing Countries. As a textiles and clothing exporter, Indonesia sponsored the formation
of the International Textiles and Clothing Bureau (ITCB) in which it actively participates.
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III. FOREIGN DIRECT INVESTMENT AND TRADE

1. Since the mid-1960s Indonesia has progressively liberalized its foreign investment régime by
dismantling many regulatory and approval controls.' An important milestone in this deregulatory process
was the virtuai derestriction of capital account transactions in 1972, allowing capital and profits to
be repatriated. Another major improvement in transparency was the replacement in 1989 of the previous,
highly limited, positive list of sectors open to private investment with a negative list of closed or
restricted sectors. Since April 1.992, profits may be reinvested in foreign firms located in Indonesia.2
Eighty-seven foreign exchange transfers are unrestricted, and citizens can hold foreign currency deposits
with foreign exchange banks as well as invest in foreign securities.

2. A number of additional deregulatory investment packages have been introduced since the 1990
Trade Policy Review of Indonesia; principally in June 1992, as well as in June and October 1993.
The latest package was made in May 1994.

(1) Recent Policy Developments

3. The Indonesian Government has continued its policy of attracting private foreign investment.
Progressive relaxation of the foreign investment régime since 1990 las substantially removed
foreign-ownership restrictions and divestment requirements, and has gone together with the deregulation
of domestic investment and the liberalization of product markets.

4. As a result of the coherence of trade and investment liberalization, much of the new investment
made in Indonesia has gone into internationally competitive activities with an increasingly high export
orientation, rather than into highly assisted industries aimed at import substitution (Box III.1).
Market-based reforms have created new opportunities for private investors, especially in manufactured
products, where export growth has been substantial. The increased benefits to Indonesia from foreign
direct investment (FDI) reflect the concentration of investment into areas that have gained from outward-
oriented policies, partly in preparation for enhanced competition in both traditional and newly-emerging
activities.

5. Private, including foreign, investment now accounts for over two-thirds of total investment
in Indonesia, compared with some 50 per cent in the early 1980s, and has contributed to some three-
quarters of Indonesia's overall economic growth since 1983.3 Annual real private fixed investment
has grown substantially faster than public investment in recent years. Private FDI has been the driving
force behind the strong performance of Indonesia's manufactured exports; as much as half of FDI

¹The 'New Order' Government of 1966 reversed the previous policy of nationalizing foreign-owned enterprises
by permitting private foreign investment approved under the Foreign Capital Investment Law of 1967. Incentives
and relaxed controls initially provided on foreign investment were extended to domestic investors with the passing
of the Domestic Investment Law of 1968. Indonesia appears to stand out among developing countries in
deregulating financial markets and capital account transactions well before taking steps towards liberalizing product
markets and the current account generally. In doing so, Indonesia seems to have successfully reversed the
conventional view on the sequencing of economic reforms. See James and Stephenson (1994).

²Although the law states that capital benefiting from .nvestment incentives can only be repatriated overseas
by first obtaining a transfer permit, such permits are not needed in practice.

³ Bhattacharya and Pangestu (1993), p. 4.
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has been consistently directed into manufacturing and, with a substantial export orientation, has been

a major factor behind Indorlesia's export-led growth.'

Box III.1:The economic benefits of deregulating foreign direct investment (FDI)

For countries, like Indonesia, with inadequate national savings to meet their investment needs, inward
FDI represents an essential supplement to domestic investment. Restricting FDI is likely to slow

economic growth and inhibit the generation of increased domestic savings. Economically speaking,
private inward FDI and domestic investment are largely synonymous, and few, if any, sound economic
reasons exist for favouring one over the other.

Since accelerating its drive towards liberalizing investment controls in the 1980s, Indonesia bas been
relatively successful in attracting FDI to promote economic growth. Dismantling a previously
highly-restrictive foreign investment régime has been a corc element of economic reform policies. The
reversal of investment policies, beginning largely with the replacement in 1989 of the positive list with a
Negative Investment List specifying areas closed or restricted to investment, precipitated a private
investment boom. Overall, private foreign (and domestic) investment increased rapidly during the carly
1990s and, despite worrying signs in 1993 that the FDI boom may be slowing, it remains an important
source of growth. A strong positive relationship has been found to exist in Indonesia between inward
FDI and the rate of economic growth (Husain and Jun, 1992).

The benefits from inward FDI are maximized when it is channelled into internationally-competitive
industries not reliant on government assistance. Simultancous trade-related reforms can play a major rôle

in this regard by cnsuring that both investors' and producers' decisions reflect market forces.

Deregulating FDI well in advance of substantial trade-related reforms may result in investment, and
resources, going mainly into inefficient industries, and make future cuts in protection politically more

difficult. On the other hand, the potential benefits from trade-related reforms may be undermined if a

regulated FDI régime is maintained, as new, efficient industries become starved of capital needed for

expansion.

Despite the strong positive impact of foreign investment on economic growth, empirical cross-country
and regional studies have shown mixed results. Benefits to a host country from FDI are influenced by
many factors, including the protective structure and whether complementary trade liberalization measures
are being followed, as well as the extent to which FDI raises overall savings, investment and capital

formation, or simply crowds out" domestic investment. It seems that qualitative differences in FDI and
in its economic context can be more important than levels in explaining variations in growth rates
between countries.

Attracting foreign investment, while at the same time protecting inefficient domestic industries, may
detract from sustainable growth by promoting further resource misallocation. In one study, facial and
trade distortions were found, for example, to have made FDI "immiserizing" in a number of countries

outside Southeast Asia, where FDI had primarily substituted for other capital flows, including domestic
investment, and had contributed minimally to growth. However, in Southeast Asian countries, including
Indonesia, FDI had contributed significantly to economic growth, due mainly to their less-distorted
financial markets and more outward trade orientation. Southeast Asian countries had successfully
avoided the two main pitfalls of FDI, namely generating low productivity growth from foreign investment
by promoting anti-competitive behaviour, including existence of trade barriers; and providing expensive,
discriminatory incentives in the mistaken belief that FDI brings certain externalities not otherwise
available (Fry, 1993).

4In 1993, over 80 per cent of foreign investment projects approved in manufacturing were export-oriented.
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Indonesia's foreign investment boom has occurred without the widespread use of investment incentives to
lure overseas investors. The Indonesian case. supports experience in other countries that the use of
lucrative investment incentives, especially sector-specific ones, to encourage FDI are inefficient and
unnecessary. Foreign investment is more likely to be influenced by policies aimed at political stability
and sound economic management, including a deregulated investment régime, stable macroeconomic
policies and an open trading system.

Other measures controlling inward FDI, including ownership requirements, local-content plans, export
performance requirements and remittance controls, are also likely to generate economic inefficiencies
through distorting market signals. Local-content provisions, for example, encourage component
production, but are likely to penalize assemblers; compensatory assistance to assemblers, through
protection against imports of final products and confessional tariffs on imported components, may be
required to offset the added costs of meeting the local-content provisions. Similarly, export performance
requirements risk discriminating against efficient non-trading activities, including services and import-
competing production. The generation of competitive export industries, albeit important, is only one side
of the coin; developing efficient service and import-competing industries is equally important for
growth.

6. Export-orienmed FDI in Indonesiahas increased most sharply inwood-basedproducts, especially
plywood and paper. as well as goods from relatively unskilled-labour-intensive industries, such as textiles,
clothing and footwear. These areas have contributed most to Indonesia's export-led growth since the
mid-1960s (Table III1).' Greater inward FDI in these industries has boosted the country's productive
and export capacities in internationally competitive activities, and generated a more diversified
manufactured export base.

Table III.1
Factor intensities of industrial output, exports and imports, 1977 and 1988
(Per cent)

By factor intensitya Output Exports Imports
1977 1988 1977 1988 1977 1988

Resource-based 59.2 54.0 89.5 63.1 27.2 14.2
Agriculture 46.2 30.1 67.3 15.6 20.5 6.4
Timber products 4.6 16.0 4.8 32.5 2.2 3.7
Minerals 8.4 7.9 17.4 15.0 4.5 4.1

Unskilled labour 22.9 26.2 1.8 22.9 9.6 10.7
Technology 6.9 10.7 4.3 6.8 28.6 40.5
Skilled labour 11.0 9.0 4.5 7.2 34.5 34.6

100.0 100.0 100.0 100.0 100.0 100.0

a Medium- and large-scale enterprises only.

Source: Bhattacharya and Pangestu (1993). p. 32.

5Although the share oflabour-intensive sectors ininward FDI is much higherthan in the past, capital-intensive
resource-based investments still account for a significant share of total FDI.
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7. The authorities are concerned that the private investment boom which followed initial deregulatory
moves may now be weakening, and this could be jeopardizing Indonesia's future export performance.
FDI approvals declined substantially in 1993 (Section 3); atthe same time, imports of inputs, especially
capital equipment, which are closely linked to FDI, declined.6 Indonesia may, therefore, be unable
to meet its annual non-oil export targets for REPELITA VI of 16.8 per cent average growth, without
a substantial recovery in inward FDI.

8. Because of the pivotal rôle of FDI in Indonesia's economic strategy, further investment
liberalization is necessary.8 This seems even more pressing, given the increasing competition in the
Asian region to attract FDI, particularly with the opportunities emerging from the opening ofeconomies
such as China and Viet Nam. With this in view, the deregulatory investment package announced in
June 1994 included a significant further liberalization of Indonesia's FDI régime.

(2) Foreign Direct Investment Controls and Procedures

9. All foreign direct investment outside mining and forestry must, in principle, be approved by
the Minister of Investment/Chairman of the Investment Co-ordinating Board (BKPM). The Board
is a non-departmental government agency directly responsible to the President.9 Although BKPM is
also involved in processing certain foreign investment applications in mining (excluding oil, gas and
most minerals) and forestry, applications in these sectors must be approved in accordance with prior
work contracts on mining rights negotiated by the applicant with the Minister of Mines and Energy,
or with forest exploitation concessions obtained from the Minister of Forestry.

10. Special laws and regulations, involving production-sharing arrangements with Pertamina (the
State-owned oil company), are administered by the Minister of Mines and Energy over foreign investment
in oil and gas which, as for most minerals, is reserved for the public sector.

(i) Non-mininz

Il. Investment projects, both foreign and domestic, approved by BKPM are eligible for certain
benefits, including duty free importation of capital goods and raw materials used during the first two
years of their commercial operations.10 BKPM works closely with PT Sucofindo, the government-
appointed inspection agency, in analyzing investment approvals and in constructing master lists of

6TIP Project (1993), Ministry of Trade.

7Annual FDI approvals up to 15 May 1994 of US$5 billion indicate that this may be occurring.

8Evidence that the time-lag between inward FDI and increased manufactured exports in Indonesia is longer
than the normal 12 to 18 months observed in other countries, could indicate that the foreign investor still faces
substantial obstacles in establishing operational factories and importing inputs into Indonesia - TIP Project (1993),
Ministry of Trade. This may also partly explain the large discrepancy between foreign investment approvals
and actual investment.

9The Board implements the Government's foreign investment policies which are formulated by the Minister
of Investment, who reports directly to the President.

10Payment of value-added tax and the sales tax on luxury goods is also deferred on the importation of capital
goods directly related to the production process. Payment of these taxes can be postponed for up to five years
on the importation ofcapital goods for investment projects in hotels, office buildings, shopping centres and public
transport.
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imported capital goods and raw materials eligible for duty and tax exemptions." Exporting investors
also benefit from the general incentives available to exporters, such as duty drawback and commodity
tax exemptions on imported inputs.

12. Successive investment-opening measures introduced since June 1992 have focused on the
increasing relaxation of controls in three main areas (Table III.2).12 These have been the dilution of
foreign ownership and divestment requirements; reduction of the number of industries on the Negative
List; and rationalization of FDI approval and implementation procedures.

Foreign ownership and divestment requirements

13. Continuing the flow of past deregulatory investment measures, which had partially eased
Indonesia's foreign investment controls, the May 1994 package abolished most ofthe foreign ownership
limitations and divestment requirements previously applied to foreign investment in Indonesia. 13 The
requirement for FDI in Indonesia to be through ajoint venture with a domestic partner was abolished14,
except for projects supplying important public facilities, such as ports, electricity provision and
telecommunications.15 All other FDI projects in Indonesia, irrespective of the size of the investment
or its location within Indonesia, may now be made either through joint venture arrangements, subject
to a minimum domestic ownership level of 5 per cent, or as wholiy foreign-owned undertakings. These
must now divest an unspecified share of foreign ownership within 15 years.16 This can be done through
direct exchanges of equity, or by selling shares or. the domestic stock exchange.''

"As part of the Governrent's policy of transferring responsibilities back to Indonesian authorities, Société
Générale de Surveillance (SGS) is no longer involved in this process. PT Sucofindo is responsible for inspecting
the goods upon importation. Some goods may not be imported duty free, in order to encourage domestic
production. These cover portland cement; oxygen; PVC plastic pipes; motorcycle tyres; plywood, blockboard,
laminated board and similar laminated wood products; goods made from asbestos cement, cement, cellulose
fibres or the like; sinks, wash-basins and bidets; glazed wall tiles; clear plate-glass; and certain bars and rods
of iron or steel.

12Tbe main deregulatory investment measures since the last Trade Policy Review of Indonesia were introduced
in June 1992; June and October 1993; and May 1994.

13Government Regulation No. 20/1994, 19 May 1994.

14oint venture requirements were partially removed in June 1992 when the Government allowed full foreign
ownership for the first five years, and since October 1993 ten years on certain projects. These were investments
in Java and Sumatra of at least US$50 million; in projects above US$2 million producing raw materials and
components for domestic sale; and in ventures located in a bonded zone or an export-oriented production entrepôt.
Divestment to majority domestic ownership was still necessary on these projects within the normal 20-year period.

15Other activities specified in the 1994 Regulation as requiring joint venture arrangements are shipping lines,
airlines, potable water, public railways, atomic energy reactors and the mass media (Article 5).

16Article 7 ofthe 1994 Regulation states that wholly-foreign-owned companies "shall sell apart of their shares
to Indonesian citizens and/or legal entities within a maximum of 15 years after the commencement ofcommercial
operation, by way of direct ownership and/or through the domestic stock exchange".

17The October 1993 changes allowed, for the first time, foreign ownership to be divested by selling shares
on the Indonesian stock market. The Indonesian partner has to be either a corporation, a legally registered
organization or an individual. Before 1993, the foreign investor's choice of a domestic partner had to be sanctioned
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14. The 1994 changes have therefore removed the divestment requirements, except for
wholly-foreign-owned ventures. Previous divestment rules required all projects to divest foreign
ownership, generally from a maximum level of 80 per cent at the outset, to 49 per cent within 20 years.18
The new arrangements also permit foreign companies operating in Indonesia to purchase publicly-listed
shares of other companies provided that. in the case of domestic firms, their field of business is open
to foreign investment.

Table III.2
Conditions for foreign direct investment in lndonesia, before and after May 1994

Type or project Ownership conditions Date of change

A. BEFORE MAY 1994

Projects between US$250,000 and US$1 million

Not allowed, except for:

* Labour-intensive activities (employing
50 people or more) and either exporting
at Ieast 65 per cent, or producing
components.

* Service-producing activities.

Projects over US$1 million

All ventures in Java and Sumatra
2: US$50 million.

Firms with paid-up capital > US$2 million
producing raw materials, semi-finished goods
or components.

Ventures located in one of 15 declared less-
developed eastern provinces.

Ventures located in bonded zones or export-
oriented production entrepôts

Other projects

B. AFTER MAY 1994

State-provided public facilities e.g. ports,
electricity supply, airlines, public railways and
the mass media

Ail other projects

Maximum allowable initial foreign ownership of 95 per cent,
to be divested to 80 per cent within ten years, and to
49 per cent by the 20th year.

Maximum allowable initial foreign ownership of 80 per cent.
to be divested to 49 per cent within 20 years.

( Joint-venture requirements eased. Full foreign ownership
(allowed for first five years of production.

( Divestment time for achieving majority domestic
( ownership raised from 15 to 20 years.

(Period of full foreign ownership extended to first ten years
(of production.

Divestment from full foreign equity to 95 per cent of foreign
ownership within five years, and to 80 per cent after
20 years.

Divestment time for achieving majority domestic ownership
raised from 15 ro 20 years.

Joint venture required subject to maximum foreign
ownership of 95 per cent. No divestment requirements.

Can be either:
* joint ventures subject to maximum foreign equity of

95 per cent. No divestment requirements.
* wholly-foreign-owned projects subject to divestment of a

(unspecified) share of foreign ownership within 15 years.

Source: GATT Secretariat, based on information supplied by the Investrnent Co-ordinating Board (BKPM).

by thc Governnent. Selection ofthe Indonesian partner could, however, be delayed by nominating agovernment-
designated financial institution until the joint-venture partner had been decided.

18The general divestmnent period for increasing domestic ownership to at least 51 per cent had been increased
from 15 to 20 years in june 1992.

16 April 1992

16 April 1992

June 1992

June 1992

October 1993

June 1992

June 1992

19 May 1994

19 May 1994
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Negative investment list

15. The number of industries an the Negative Investment List restricted or prohibited from foreign
investment has been further reduced. Since its introduction in 1989, the list has been progressively
cut from 75 industry groups to 33 following the October 1993 package (Table III.3).19 The latest package
of May 1994 opened up further service industries to foreign investment, including sea ports,
telecommunications, power, railways, civil aviation, nuclear power and the mass media, subject to

joint venture arrangements with a minimum domestic ownership of 5 per cent.' However, several

service sectors, including retail trade and advertising, remain closed to FDI. The Negative List, although
valid for three years, is subject to annual review by BKPM.

Table III.3
Negative investment list, June 1994

Closed for:
lnvestment activity Foreign Domestic Other

investment investment

Sectors closed for investment unless certain conditions are met

Powdered milk, condensed milk, unless integrated with dairy cattle raising Yes Yes Ycs
Palm oil-based cooking oil unless guaranteed raw materials supply Yes Yes Yes
Blockboard, unless using waste of wood industries as raw material Yes Yes Yes
Sawmills, except Irian Jaya and East Timor provinces Yes Yes Yes
Plywood (raw), except Irian Jaya and East Timor provinces Yes Yes Yes
Semi-finished/finished rattan products, except outside Java Island Yes Yes Yes
Finished/semi-finished mangrove wood products, unless integrated with its culture Yes Yes Yes
Printing of valuable paper, except for the State printing enterprise Perum Peruri Yes Yes Yes

Postage stamps
Duty stamps
Bank Indonesia security certificates
Passports

Ethyl alcohol, except for technical grade Yes Yes Yes
Explosive materials and the like, except for State-owned enterprise PT Dahana (Persero) Yes Yes Yes
Utility boiler. except if manufacturing at least equals the present localization plans Yes Yes Yes
implemented by existing manufacturers
Motor vehicles, except if manufacturing at least equals the present localization plans Yes Yes Yes
implemented by existing manufacturers
Medium and light trucks, pick-ups, buses and mini-buses
Multi-purpose vehicles/jeeps
Sedan and station wagon passenger cars
Two-wheeled motor bikes and scooters

Aircraft, except for/in cooperation with State-owned enterprises PT IPTN Yes Yes Yes
Jet engines or propellers for cargo
Helicopters
Aircraft engines: piston combustion engines. turbo jets, turbo propellers, other
turbo gas, ram jets, pulse jets and turbo fans

(Cont'd)

19lndustry groups opened up to foreign investment in the October 1993 package included non-automotive
internal combustion engines; heavy equipment, like bulldozers, loaders, graders, excavators, road rollers and
diesel forklift trucks; three-wheeled motor vehicles; breeding of certain chickens; fruit wines; and wheat flour.

20Article 5 of the 1994 Regulation states that foreign joint ventures are possible in 'business activities categorized
as important to the State and serving the public, such as ports, generation and transmission as well as distribution
of electricity for public use, telecommunications, shipping lines, airlines, potable water, public railways, atomic
energy reactors and mass media".
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Closed for:
Investment activity Foreign Domestic Other

investment investment j

Sectors closed for investment unless in new projects exporting at least 65% of their
production, or to expand existing projects
Manufacturing of cigarettes Yes Yes Yes
Medicines Yes No No
Pharmaceutical formulations
Traditional herbal drugs (jamu)

Sectors closed to new and additional investment unless 100% of production is
exported

Artificial sweeteners (cyclamate and saccharin), project should be located in bonded zone Yes Yes Yes
or private entrepôt for export
Alcoholic beverages and the like, new and expansion project should be located in bonded Yes Yes Yes
zone or private entrepôt for export
Fireworks, project should be located in bonded zone or private entrepôt for export Yes Yes Yes
Disposable gas lighters. project should be located in bonded zone or private entrepôt for Yes Yes Yes
export

Service sectors'
Taxis/buses Yes No No
Local shipping Yes No No
Scheduled and chartered flights Yes No No
Aircraft and components workshop located in the airport Yes No No
Retail trade Yes No No
Trade support services
- advertising Yes No No

Private television and radio broadcasting services Yes No No
Operation of cinemas Yes No No

Sectors totally closed to investment

Contracting services in forest logging Yes Yes Yes

Casinos/gambling Yes Yes Yes

Utility and cultivation of sponges Yes Yes Yes

Marijuana and the like Yes Yes Yes

Veneer (rotary) Yes Yes Yes
Penta chlorophenol, dichloro diphenyl trichloro ethane (DDT), dieldiin, chlordane Yes Yes Yes

a The changes made in May 1994 opened up some service activities. including ports, electricity generation and transmission for
public use, telecommunications, shipping lines, airlines, potable water, public railways, atomic energy reactors and the mass
media, to foreign investment, subject to joint venture arrangements requiring a minimum of 5 pcr cent domestic ownership.

Source: Investment Co-ordinating Board (BKPM).

16. Many industries in the Negative List are partially deregulated, with investment approval dependent
on certain specified conditions being met (Table III.4). Foreign investment in sawmilling and plywood
operations is only permitted in Irian Jaya and East Timor; and FDI in utility boilers and motor vehicles
is required to meet local-content levels of existing manufacturers. In addition, foreign investment in
certain industries is restricted to export-oriented firms. Such firms must export either at least 65 per cent
of production, as for manufacturing cigarettes and pharmaceuticals (including traditional herbal drugs)
or, as in the case of artificial sweeteners, alcoholic beverages, fireworks and disposable gas lighters,
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100 per cent.21 The minimum export requirement of 65 per cent of production was abolished for motor
vehicles in 1993.22

Table III.4

Summary of restrictions on FDI contained in the Negative Investment List, June 1994

a The changes made in May 1994 opened up some service activities, including ports, electricity generation and transmission for

public use, telecommunications, shipping lines, airlines, potable water, public railways, atomic energy reactors and the mass

media, to foreign investment, subject to joint venture arrangements with a minimum of 5 per cent domestic ownership.

Source: Investment Co-ordinating Board (BKPM).

17. Six industrial sectors on the list are absolutely closed to all private investment. These cover
forest logging; casino/gambling operations; exploitation and production of sponge; marijuana and
the like; veneer (rotary); pentachlorophornol, DDT, dieldrin and chlordane. According to Indonesian
authorities these are maintained for health, safety and environmental reasons.23

18. In the past, the Negative Investment List permitted more liberal access to certain industry groups
to private domestic investment than for foreign investment; several industry and service groups closed
to FDI, were open to domestic private investment. This differential treatment has, however, been
virtually removed over recent years. While, for example, 20 out of the 75 sectors closed to foreign
investment in 1989 were open to domestic investors, there are currently only a few service sectors

and one industrial group (pharmaceuticals and traditional herbal drugs exporting at least 65 per cent
of output) closed to foreign, but open to domestic, private investment.

21Firms exporting 100 per cent of production should be located in a bonded zone or an export-oriented
production entrepôt.

22This requirement was lifted on investment in motor vehicles, including medium and light trucks, pick-up
vans, buses, minibuses, multi-purpose vehicles, jeeps, sedans and passenger station wagons; 2-wheeled motor
bikes and scooters; and utility boilers.

23Special arrangements handled by the Ministry of Forestry permit domestic investment in forest logging
and veneer manufacture.

Category Number of restricted groups

I Sectors closed to foreign investment unless certain requirements are met: 13

- Geographical restrictions 3

- Limited to involvement of State-owned enterprises 3

- Local content provisions 2

- Other 5

II Sectors closed to foreign investment unless 65 per cent of production is exported 2

III Sectors closed to foreign investment unless 100 per cent of production is exported 4

IV Services closed to foreign investment' 8

V Sectors absolutely closed to foreign investment 6

Total restricted sectors 33
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19. The negative list also specifies separately product groups that are exclusively reserved for
small-scale investors/manufacturers (those with a maximum capital of Rp 600 million, excluding land
and house). The list, which has remained relatively unchanged since 1989, currently contains 35 groups,
covering agricultural, fishing and industrial activities (Table III.5).

Table III.5
Sectors reserved for small-scale industry in the Negative Investment List, June 1994

Non-pedigree chicken breeding
Dairy cow breeding
Shrimp larva culture
Mackerel, flying fish and sea-fish (Caranx)
Shrimp catching
Eel, snail, crocodile, frog culture
Coral fish catching such as sea bass, ribbon fish, grouper and sea perch
Catching of squid. jelly fish, sea cucumber and the like, and of ornamental fish
The plantation of clove, pepper, melinjo. candienut, vanilla, kapulaga, cinnamon,
nutmeg, siwalan. sugar palm and palm leaf (lontar)

Medicinal herbs, except ginger
Pickled/sweetened fruit and vegetables
Salted dried fish and the like
Grain-based flour
- rice flour
- bean flour
- cassava flour
Brown sugar
Fermented soybean paste (tauco)
Soybean sauce
Fermented soybean (tempe)
Soybean curd
Fish and shrimp paste
Traditional cakes
Other cakes
- snacks made of legumes (fried beans, salted beans, 'Bogor' beans and onion beans)
- salted eggs/pindang
- peyek
- kerupuk
- keripik
Yarnspinning. except integrated silk fabric manufacturing
- cocoon processing
- silk yarn (filament)
- fibre decortices
Yarnimprovement
- bleaching
- dyeing
- motif thread/tie-dyeing by manual means
Fabric printing and finishing, manually, except integrated with upstream industry
Weaving
- ATBM (non-mechanical) weaving
- traditional weaving (gedogan)

Hand-made batiks
Manual knitting
Traditional hat/cap
Lime and lime products
- quicklime
- hydrated lime
- slaked lime
- lime products
Household ceramic goods
- unglazed household appliances
- unglazed household ornaments
- unglazed flower vases/pots
Agricultural tools
- hoes
- shoveis
- harrows
- rakes
- crowbars
- hand sickles
- weed-remover
- reaping
- stewed knives
- sprinklers
- hand sprayers
- manual paddy threshers
- manual maize threshers
- manual hullers
Hand tools
- chisels
- hammers (smal; type)
- wood planes (manual)
- trowels
Hand cutters
- chopping knives
- axes
Traditional musical instruments
Handicrafts not elsewhere classified
- plant-bascd handicraft
- animal-based handicraft
- imitation flowers and decoration
Raw rattan processing

Note: Investment is permitted by medium and larger scale enterprises in conjunction with small-scale enterprises.

Source: Investment Co-ordinating Board (BKPM).



Indonesia C/RM/S/52
Page 47

Investment licensing and approval procedures

20. All foreign investment applications submitted to BKPM must be approved by the President
through decree. BKPM evaluates the project and submits a recommendation for Presidential approval.
Once obtained, BKPM issues a Notification Letter of Presidential Approval to the investor and
co-ordinates the approval process among the various government departments and agencies. It issues,
inter alia, the permanent business licence, and provides the necessary documentation and notifications
for government agencies, including provincial governments, to process the required permits and licences
needed for the investment project to proceed. The investment approval and operational licences issued
by BKPM are based on authority delegated to the Board by 13 sectoral ministries which are responsible
for the national management of these sectors.

21. The Board's investment licensing and approval procedures have been streamlined over recent
years. Investment licences, formerly granted for a maximum of 5 years, were extended in 1992 to
the life of the project. Capacity expansions of up to 30 per cent have been allowed since 1992 without
the need for relicensing. The number of approval requirements have been progressively reduce.' over
time. The October 1993 deregulatory package was aimed at easing some of the bureaucratic investment
licensing requirements, especially relating to the issuance of the necessary licences, such as land, building
and environmental permits. According to the authorities, these changes have considerably simplified
the investment licensing requirements, and have further lowered average approval times from six months
in early 1993, to currently some 4-6 weeks.

22. More specifically, the October 1993 changes were intended to reduce the rôle played by the
provinces in issuing permits. Foreign investors are no longer required to produce letters of
recommendation from provincial governments when applying to BKPM for an investment licence.
Responsibility for processing some of the many subsidiary permits required for an investment project
to proceed, including those for location, building construction, land appropriation and environmental
clearance, was also transferred from provincial governments to be issued automatically by local authorities
directly to the investor.24 However. initial implementation of these changes has not gone smoothly,
as provincial governments have conceded authority reluctantly in many ofthese areas. A national inter-
ministerial team has been established to oversee the implementation of these arrangements.

23. Despite the Board's improved licensing procedures, arrangements for obtaining licences needed
to implement approved investments can still be costly and time-consuming.25 Although procedures
in some areas are being streamlined, investors must still meet complex licensing and approval
requirements, including the need to obtain a location licence, building permit, building construction
licence, a Nuisance Act licence, a limited importer identification card, a tax registration licence, a
manpower permit, a domestic trade licence. an equipment and master list (for import duty exemptions
under BKPM incentives), a land title/utilization permit, an operating licence and an import permit.
Despite the introduction of procedures for processing building construction and nuisance licences,
issuance of necessary permits and licences, especially at the regional level, can still be relatively slow,
often exceeding the statutory time limits.

24Land title rules were also changed in 1993 to enable an agricultural joint venture enterprise to become the
registered land-user for loan collateral and other purposes. The title (the HGU), valid for 35 years, is extendable
for a further 25 years, and may be renewed for another 60 years. Previously, the Indonesian partner had to
be the registered user, and the title could not become collateral for borrowings.

25Many of these zoning and licensing requirements apply also to domestic firms not needing investment approval
since they are prepared to forego the duty concessions available on imported inputs.
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(ii) Oil, gas and mining

24. Although the oil and gas sector and many parts of the minerals sector, such as coal, are reserved
for State-owned enterprises, the Government encourages substantial foreign participation in mining
and mineral development. Foreign investment in these sectors falls outside the above arrangements
and is subject to specific sectoral laws and regulations administered by the Departinent of Mines and
Energy.

25. Overseas companies wishing to invest in the oil and gas sector are required to enter production-
sharing contracts with Pertamina, the State-owned oil company. Since 1989, these contracts have allowed
varying after-tax profit shares, of either 85, 80 or 75 per cent, for oil, between Pertamina and the
investor, respectively, depending on such factors as the age and type of oil-field.6 A new incentives
package, introduced in August 1992, lowered the Government's profit share on new gas fields from
70 per cent to 65 and 60 per cent. respectively, for conventional and frontier areas. The package also
contained some marginal additional benefits for foreign oildevelopers.

26. Pertamina's master plan, adopted in the late 1980s, of investing in large petroleum projects,
including refineries, for both domestic and export markets, has undergone considerable re-thinking
in recent years. Although full details of the new plan are still somewhat unclear, recent restrictions
on Pertamina's proposed overseas borrowings by the Commercial Offshore Loan Team (COLT), have
necessitated rescheduling of a number of proposed projects. Pertamina's past emphasis on developing
refineries in the eastern part of Indonesia also appears to have been suspended, in view of the large
costs involved. These overseas borrowing limitations on Pertamina, together with the policy of increasing
domestic refining capacity as a means of curbing the rise in petroleum imports, appear to be changing
policy more towards allowing major petroleum projects to be wholly-owned by private, including foreign,
investors.

27. The Government took some steps in February 1993 aimed at increasing foreign and domestic
investment in production of petroleum products. The current provisions enable foreign investors, in
co-operation with Pertamina, to invest and operate wholly-owned oil refineries, on the condition that
the refineries use, to the extent possible, domestically-produced goods and meet Indonesia's indigenization
goals. However, Pertamina's continued control over the distribution, marketing and pricing of petroleum
products and the requirement that private refineries can only sell domestically to meet shortfalls in
Pertamina's production, remain substantial disincentives to private investors. Consequently, foreign
interests continue to be concentrated in upstream products. It appears iat further changes to the domestic
marketing arrangements will be needed if substantial investment is to be attracted to refineries and
other downstream petroleum areas.

(3) Trends in Foreign Direct Investment

28. Spurred by investment and product market liberalization and deregulation, inward FDI (measured
by project approvals) grew substantially in Indonesia from 1989, peaking in 1992 at some
US$10.3 billion, equivalent to over 12 times the 1986 level.7 However, approvals again fell by

26The foreign investor is required to finance ail exploration, development and production costs, but is allowed
to recoup all of these costs in determining the level of profit to be shared with Pertamina.

27Since reliable annual figures on realized overseas investment in Indonesia are not available, statistics presented
in this Chapter are for FDI approvals. Cumulative data on realized foreign investment kept by BKPM, which
probably under-estimate actual investment, show that, from 1967 to May 1994, realized inward FDI was
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20 per cent in 1993 to US$8. 1 billion. the lowest level since 1990 (Table III.6). Approved domestic
private investment has also increased considerably since 1987 and, after peaking at US$55.5 billion
in 1990 and falling in each of the next two years to US$29.3 billion, again increased in 1993 to
US$39.5 billion - equivalent to around three times the 1986 level. FDI and domestic investment have
tended to grow in parallel. although the proportion sourced from overseas rose from below 10 per cent
of total private investment in 1987, to about 26 per cent in 1992, before falling to 17 per cent in 1993.

Table III.6
Foreign and domestic investment approvals, 1988-94
(Number and US$ million)

Domestic projects Foreign projects Total projects

Numbera Valueb Numbera Valueb Numbera Valueb

1988 1.086 8,699.3 218 4.408.3 1,304 13,107.6

1989 1,067 11,069.4 308 4.755.7 1,375 15,825.1

1990 1,324 55,510.5 432 8,751.1 1,756 65.261.6

1991 804 41.077.9 391 8t778.0 1,180 49.855.9

1992 436 29.341.7 305 10,323.2 741 39,664.9

1993 548 39.450.4 329 8.144.2 877 47.594.6

1994c 314 22,750.7 131 5.019.4 445 27,770.1

a Number of new projects plus existing projects having their status changed.
b Total value of investment approved on new projects. extensions and projects undergoing changed status.
c Until 15 May.

Note: Excludes investment in oil and gas, banking. non-bank financial institutions. insurance and leasing.

Source: Investment Co-ordinating Board (BKPM).

29. Singapore, Japan, the Republic of Korea. the United States and Hong Kong were, in that order,
the single most important sources of FDI in 1993. Together, they accounted for almost half of FDI
in Indonesia (Chart III. 1). However, within this group, the level of Japanese investment has fallen
continuously since 1990, while investment from Singapore has grown. In 1993 Singapore overtook
Japan for the first time as the largest single source, accounting for 18 per cent, of Indonesia's inward
FDl. Singapore, the Republic ofKorea, Chinese Taipei and Hong Kong accounted for almost one-third
oftotal inward FDI in 1993.38 The increasing importance ofAsian NIEs as. a group (especially Singapore
and the Republic of Korea in 1993), largely reflects the relocation by firms of more labour-intensive
activities in Indonesia to take advantage of lower wage and land costs (Box III.2).

US$25.8 billion, well below the figure of US$74.8 billion for investment approvals.

'Because of the lumpiness of inward FDI approvals and the large fluctuations inherent in investment levels
across countries and between years, drawing such conclusions based on a few years' data must be interpreted
cautiously. This problem was compounded by the large jump in mining investment approvals contained in the
figures for 1992, which in most other years has been insignificant. If this amount of US$2.3 billion is excluded,
total foreign investment in 1992 becomes equivalent to the 1993 amount of US$8.1 billion.
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Chart III.1
Foreign investment approvals by source, 1990 and 1993
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Box III:2: Foreign Direct Investment in Indonesia

The main traditional source of FDI for Indonesia has been Japan. However, the relative importance of
Singapore, the Republic of Korea, Chinese Taipei and Hong Kong in foreign investment has increased
substantially and, from 1990 to 1993, cumulative FDI approvals from the Asian NIEs, at USS9.9 billion
(or 27 per cent of total), greatly exceeded that from Japan of US$5.5 billion. The majority of Japanese
investment in Indonesia during this period related to previous projects, oriented generally towards the
domestic market. In contrast, most investment from Asian NIEs, especially from the Republic of Korea
and Chinese Taipei, has financed new, strongly export-oriented projects.

Indonesia's success in attracting FDI from Asian NIEs reflects the mixture of its trade and investment
reforms, as well as a degree of targeting towards investment from these sources. Bilateral investment
guarantee agreements have been concluded with the Republic of Korea, Singapore and Chinese Taipei,
and the establishment of the Growth Triangle involving Singapore, Johor in Malaysia and Prau in
Indonesia (Sijori) has attracted investment, in particular. from Singapore.

FDI in Indonesia has been instrumental in boosting export capacity, especially for manufactures. Given
the high import dependency of Indonesian industry on imported inputs, especially capital equipment, and
the high export-orientation of FDI, a strong link exists in Indonesia between FDI, manufactured exports
and imports (TIP Project. Indonesian Ministry of Trade, 1994). Investment has flowed into areas of
comparative advanLage that also benefited from trade liberalization and other market-opening measures.
These include labour-intensive production of textiles, footwear and paper products, as well as
capital-intensive products. like certain chemicals and basic metal and metal products.

30. Foreign direct investment is channelled almost entirely into the manufacturing (mainly basic
metals, metal products, chemicals and textiles) and service sectors. Together, these sectors accounted
for some 98 per cent of total inward FDI approvals in 1993, up from 75 per cent. The share of
manufacturing in foreign investment fell in 1993. for the first time, below that of services; the share
of services rose from 33 per cent in 1990 to 56 per cent in 1993, and that of manufacturing fell from
65 to 42 per cent (Chart III.2). Foreign investment .n manufacturing, especially in paper, wood, basic
metals, chemicals and textiles declined in 1993, while FDI in services increased considerably, due
mainly to large investments approved for the first time in electricity generation.
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Chart III.2

Foreign investment approvals by sector, 1990 and 1993
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IV. TRADE POLICIES AND PRACTICES BY MEASURE

(1) Overview and Recent Developments

I . Since the last Trade Policy Review of Indonesia in 1990, trade reforms have continued, albeit
somewhat haltingly. They have focused on the removal of non-tariff barriers, including tariffication,
and reducing tariff and surcharge levels. The number of tariff lines affected by import licences has
fallen over this period by three-quarters from over 1 .100 to 261; the import bans on motor vehicles
replaced by tariffs and licences; tariffs, inclusive of surcharges. have been reduced to a maximum
rate of mainly 40 per cent; and the number of surchargeable items reduced from 550 to 112. Average
tariffs fell from 22 per cent to 20 per cent in 1991, and have since hovered around this level.

2. Notwithstanding these improvementss in Indonesia's trade régime. licensing, tariffs and surcharges
continue to be major obstacles to imports. Some one-third of agricultural and manufacturing production
is still protected by a complex and comprehensive import licensing regime. often involving State-trading
monopolies and quotas. In addition, tariffs, inclusive of surcharges, remain relatively high on some
products. with peaks of up to 275 per cent applying on motor vehicles. Moreover, the tariff structure
remains dogged with substantial inter-sectoral variation in duty rates across products, encompassing
also a high degree of tariff escalation.

3. Sectoral policies, underpinned by extensive trade restrictions and the operation of public
enterprises. apply to a wide range of manufactured products that are designated as strategic industries.
Localization plans aimed at achieving substantial, at times complete, local content apply in many of
these sectors. More flexible administration ofthese provisions, including the replacement of traditional
deletion programmes, as for motor vehicles in 1993, with plans link-ing local content levels with
concessional importation of components, will reduce, but not eliminate, the economic inefficiencies
associated with localization plans. Mixing requirements for dairying and, since 1993, soyameal also
penalize downstream processors.

4. A negative feature of Indonesia's trade régime is the continued high, and in site cases
increasing, incidence of export restrictions. A plethora of controls, including bans, quotas, taxes,
licensing and quality standards, currently affect over half of Indonesian non-oil exports. Maintenance
of these arrangements, which mostly affect agricultural and forest products, run counter to the
Government's import liberalization policies. While the replacement of export bans with taxes on
unprocessed logs, rattan and hides in 1992 was a positive sign. there have been no significant trade
or revenue effects because of the high, and often prohibitive, tax rates.

(2) Measures Directly Affecting Imports

5. Since the reform programme began in 1986, Indonesia has followed a gradual approach to
rationalizing import restrictions through selective changes introduced in a series of deregulation packages.
The packages have been normally introduced every 6 to 12 months. each with a different thrust in
terms of sectoral coverage or policy target. A major annual package is normally announced after the
budget. in the May-July period (prior to the donors' meeting of the Consultative Group on Indonesia');
it is usually supplemented by other mini-packages released throughout the year. Since May 1990,

¹The former Inter-Governmental Group on Indonesia (IGGI) became known as the Consultative Group on
Indonesia (CGI) in 1992. Most of Indonesia's official foreign debt (over 85 per cent) comes from Group members
comprising mainly bilateral arrangements with Japan, the TUnited States and Gerniany, and multilateral institutions,
mostly from the World Bank and the Asian Development Bank.
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major deregulatory packages have been introduced in June 1991, July 1992 and 1993, October 1993,
as well as May and June 1994.²

6. While making steady progress in tariff and non-tariff reform., Indonesian policy-makers have
been hesitant in specifying, at least publicly, the final objectives of the programme. Each package
has increased the liberalization of the economy, but has sometimes involved a degree of fine-tuning
of the trade régime for different sectors. Prior to the packages of May investmentn) and June (trade)
1994, the reform process had stagnated somewhat, with a consequent slowing down of Indonesia's
impressive export drive. In this regard, the latest round of deregulatory trade and investment measures
mav have provided a renewed impetus to the reform programme.

(i) Tariffs and surcharges

7. Although the Government strategy is to reduce tariff rates, policy is still directed, at least in
part, to establishing made-to-measure tariff levels. These reflect the assistance thought to be needed
for domestic infant industries to compete with imports. taking into account factors such as domestic
supply and demand conditions (Box IV. 1). In the last two years, the Government appears again to
be using tariff splits, previously abolished in 1991, to provide tailor-made protection for certain sectors.
For example, when the import ban on motor vehicles was converted to a tariff. in June 1993, the
surcharge imposed on imports was linked to whether or not the cars were manufactured domestically.
Moreover. tariffs and surcharges have been increased on several products, including petrochemicals,
to promote sectoral development.

Box IV.1: Indonesian Tariff Policy

According to the Indonesian authorities, tariff policy is currently geared towards achieving the following
four fundamental objectives:

Objective 1: to foster the growth of domestic industry, especially those having export potential, in
accordance with the industrial development patterns set by the Government;

Objective 2: to provide necessary protection for the development of infant industries;
Objective 3: to stimulate the development of efficient domestic industries capable of competing with

imported substitutes; and
Objective 4: to maintain smooth and orderly trade.

Under the first objective, tariff policy may be used to guide industrial development into areas preferred
by the Governrment pickingg winners'). This strategy places great reliance on the Govemnment's
capacity to select successful industries or sectors that are often seen to satisfy certain selected key
attributes. However, substantial international experience shows that attempts to direct industrial
development often foster industries that are incapable of surviving without continued government support.

Similar shortcomings may apply to the protection of infant industries, which is sometimes held to be
justified to combat failures in capital markets. However, these policies often provide support to
inefficient industries that never mature, and remain permanently reliant on government assistance. Thus,
protecting infant industries risks developing uneconomic activities that compete for scarce resources and,
if producing inputs into other processes, penalize downstream, including exporting, industries.

²Major deregulatory measures introduced in Indonesia from October 1986 to May 1990 were discussed in
the Secretariat's previous Trade Policy Review Report on Indonesia (GATT, 1991).
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(a) General features

8. Indonesia's tariff, classified under the Harmonized System. comprises about 9,400 lines at
the 9-digit level. All tariffs are ad valorem. Additional ad valorem surcharges apply to some imported
produces. Despite progress, especially prior to May 1990, in rationalizing import duty rates and the
tariff structure generally, the system retains a certain complexity, as discussed below, as well as
substantial inter-sectoral variations in tariff rates (section (c) below and Chapter V).

9. The average unweighted tariff rate (including import surcharges), reduced in 1991 from
22 per cent to 20 per cent, has since remained at around that level (Table IV. 1). On an import-weighted
basis, the average m.f.n. tariff rate, including surcharges, which fell from 11 per cent in 1990 to
9 per cent in 1992, was unchanged until declining to an estimated 8 per cent in June 1994 (based on
1989 value of imports). The significant divergence between simple and import-weighted average rates
is indicative of the trade restrictiveness of the tariff.

Table IV.I
Tariff structure, 1984 and 1990-94

1984 1990 1991 1992 1993' 1994b

Average m.f.n. tariff rate

Unweighted 37 22 20 20 20 20

Weighted

by import value' 22 11 10 9(l1) 9(12) 8(11)
by domestic production (1987) 29 17 15 3 1l1 10

Dispersion index 62 89 83 83 96 104

Average applied tariff rate 6 5 5 5 ...

... Not available.
a Following the October 1993 changes.
b Following the June 1994 changes.
c Based on 1989 value of imports. Figures in brackets for 1992 onwards are based on 1991 import values.
d As measured bv the coefficient of variation (cv). This is derived by dividing the standard deviation by the unweighted average

tariff rate, inclusive of import surcharges. The higher the cv. the more disperse, hence distortive. is the tariff structure.
e Derived by dividing the duty paid on non-cil imports by their total value. It is, therefore. biased downwards. being an irnport-

weighted average. of all m.f.n., preferential and concessional tariff rates.

Source: World Bank.

10. The impact on government revenue of lowering tariffs has been more than offset by the import
response, with the result that tariff revenue rose from Rp 1.192 billion in 1988-89 to Rp 2.652 billion
in 1992-93. However, tariff revenue as a proportion of government non-oil tax revenue has continued
to fail over the same time period, from 9 to 8 per cent, mainly because of other changes in the taxation
system and improved tax collection.

11. Only 9 per cent of Indonesia's tariff rates are bound under the GATT. However. Indonesia
has committed itself, under the Uruguay Round, to raise the extent of tariff bindings to 95 per cent
of tariff lines, mainly at ceiling bindings of 40 per cent (Chapter Il).

12. In principle, import surcharges are subject to annual review. The use of import surcharges,
which had become a de facto means of extending relief against allegedly "dumped" imports, has been
rationalized by the progressive reduction in coverage and rates. Following the June 1994 changes,
surcharges apply to only 112 tariff lines, at rates of mainly 5, 10, 15 and 20 per cent. Higher
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surcharges, ofup to 100 per cent, apply to transport equipment, compound alcoholic beverages, certain
starter motors and generators as well as race horses.

(b) Latest tariff reforms

13. Since 1992, there have been three main deregulatory packages containing tariff reforms, in
June and October 1993, and June 1994. Although these packages all introduced tariff reductions, some
rates were increased. Overall, tariff changes since 1992 have had little impact on average tariff levels.

June and October 1993 Packages

14. The June 1993 package targeted tariff reductions. ofmainly 5 percentage points, on machinery,
equipment, paper and paper products. Tariffs were lowered on 221 tariff items; they were reduced
on 115 items on machinery and equipment, mainly from 10 to 5 per cent, and tariffs on 75 paper items
fell from 30 to 25 per cent. Surcharges were reduced on 76 items, and eliminated on another 7 items.

15. The October 1993 package concentrated on reforming tariffs and surcharges on imported inputs.
Surcharges were eliminated on 58 steel tariff items produced by PT Krakatau Steel. Moreover, tariffs
or import surcharges were lowered on 72 glass products, 19 chemical products, including
pharmaceuticals, 5 copper products, certain tools, motor vehicle components, work trucks and firearms.
Tariffs were reduced by 5 percentage points, to mainly 40, 30, 25 or 15 per cent, and surcharges were
reduced on many other products by 15 percentage points.' Moreover, tariffs were eliminated on inputs
into the electronic components industry.

June 1994 Package

16. This latest package reduced tariffs on 739 lines. These included tariff reductions of from 10
to 25 percentage points on textile machinery and dyes; 5 to 20 percentage points on agricultural
machinery; and 25 percentage points on motor cars. Tariff rates were also reduced to 10 per cent
on spare parts for semi-trailers and mainly to 5 per cent on sewing machines. hand tools and
pharmaceutical raw materials, like amino penicillic acid (6-APA). In addition. tariffs were set at zero
rates for spare parts for work trucks; components and sub-components of heavy equipment (from
1 January 1995); and many agricultural goods. including some which are covered by BULOG controls,
viz.: wheat and rice flour, soybeans and soybean flour, sugar cane, gluten rice, gunny sacs, corn,
coconut oil and palm oil.4 Tariff increases to the bound levels offered in the Uruguay Round were
applied to alcoholic beverages to discourage consumption.5

³The products covered 198 tarifflines, and included upstream steel products, steel inputs, chemicals, agricultural
products, pharmaceuticals, ceramics, glass, plastic and sanitary products. In the case of steel products, tariffs
were reduced on 36 tariff items, and the surcharge eliminated on 57 tariff lines and reduced on 16 items. For
steel inputs, tariffs were reduced/eliminated on 6 tariff items, and reduced for 7 items of steel-related products,
while the surcharge was eliminated on 13 items. Tariffs were reduced on 5 items of copper and aluminium
products, and import duty exemptions granted on45 tariff items ofelectronic components/raw materials. Tariffs
were also lowered for 5 pharmaceutical items.

4Tariffs were also eliminated on soyabean meal, peanut meal, potatoes, barley, sorghum, sunflower seed,
margarine, fish meal, shrimp meal, processed fish, processed foods and livestock feed.

5These increased tariff rates, from mainly 40 and 50 per cent, to 170 per cent on 33 lines, to 80 per cent
on 2 lines, and to 70 per cent on one line.
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17. Import surcharges were removed on 108 tariff lines. leaving 112 lines affected by surcharges,
while surcharges were reduced on 13 lines. The surcharges eliminated were almost entirely at rates

of 5 per cent; however, five surcharges with rates of 10 per cent were also removed. Products on
which surcharges were abolished included fishfeed, toiletries, certain chemicals, including PVC,

copolymers and polyols, glass fibres and sewing machines. Surcharges were reduced on products,
such as tobacco products, rubber tread and vulcanized rubber and newsprint. Since the highest surcharges
apply to products with the highest tariff rates, surcharges make the tariff structure even more dispersed
(Table IV.2).

Table IV.2
Overview of tariff schedule, July 1994

a As measured by the coefficient of variation (CV).

Source: GATT Secretariat estimates from data supplied by the Government of Indonesia.

18. According to Indonesian authorities, the latest tariffreforms reflect the Government's on-going

strategy of compromising between the need to lower tariffs to promote efficient production, including

exports, while at the same time selectively providing protection to develop infant industries. The

Government believes that the recent tariff reductions, aimed at removing tariff peaks and achieving

more uniform tariff rates within commodity groups, have lessened the conflict inherent in these

objectives, and have gone a long way towards eliminating areas of over-protection. Nevertheless, the

Government endorses some degree of tariff escalation as being necessary to encourage domestic
production. According to Indonesian authorities, the aim is to achieve, within seven years, a tariff

Tariff line (item) level 9-digit

Number of tariff items 9.399

Number of items with surcharges 112

Range of tariff rates (including surcharge) Frce - 275 per cent

number of items duty free 992

number of items < 10 per cent 4.019

number of items < 20 per cent 5.482

number of items < 25 per cent 5.913

number of items < 30 per cent 8.074

number of items < 35 per cent 8.271

number of items < 40 per cent 9,295

number of items < 50 per cent 9.300

number of items > 50 per cent 99

Range of tariff surcharges 5 - 100 per cent

number of items < 15 per cent 56

number of items < 25 per cent 68

number of items < 35 per cent 70

number of items < 40 per cent 93

number of items > 40 per cent 19

Average (unweighted) tariff (without surcharge) 18.8 per cent

Dispersion in tariff rates (without surcharge)² 82.9

Average (unweighted) tariff (with surcharge)² 19.7 per cent

Dispersion in tariff rates (with surcharge)² 104
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structure consisting of duties ranging to 5 per cent on upstream raw materials; to 10 per cent on
intermediate upstream products; to 20 per cent on intermediate downstream products; and to 30 per cent
for final goods.

19. The implementation of these tariff reforms. without any exemptions, would, by lowering average
levels and reducing tariff disparities. be a major step towards tariff rationalization and should enhance
economic efficiency. However, the continued tariff escalation will detract from optimal resource-use
efficiency by providing higher levels of effective protection to producers of final goods.

(c) Tariff escalation and dispersion

20. Substantial tariff dispersion and escalation exist in indonesia's tariff schedule. The high index
oftariff dispersion, as measured by the coefficient of variation (CV), reflects a relatively disperse tariff
structure (Tables IV. 1 and IV.2). Based on this measure, tariff dispersion is one-third greater, on
average, than before 1985.

21. Low or zero duties on raw materials, capital goods and simple processed products tend to
escalate significantly with the stage of processing. Thus, the average unweighted tariff of 24 per cent
on final goods is double the average for raw materials, and 50 per cent above that for intermediate
goods. Tariff escalation is highest in transport equipment, especially motor vehicles and components,
where tariff peaks (including surcharges) of 80, 100, 140, 200 and 275 per cent apply. Other tariff
peaks, inclusive of surcharges, of 170 and 90 per cent apply to alcoholic beverages; 100 per cent to
certain electrical equipment for motor vehicle assembly; and of 60 per cent apply to certain lamps
and light-fittings. Apart from motor vehicles and components, in particular, the highest tariff rate,
including surcharges, is 40 per cent.

22. Recent tariff reforms have tended to increase the dispersion in rates (Table IV. 1). This is partly
because duty reductions have mainly concentrated on raw materials, machinery and equipment, which
already had among the lowest duties. Moreover, tariffication of non-tariff barriers has itself introduced
high tariffs in certain areas, such as motor vehicles. Approximately 10 per cent of all tariff lines
currently bear zero rates, and almost 60 per cent of all items (including those items with zero tariffs)
have rates, inclusive of surcharges, of 20 per cent or below (Table IV.2). About 40 per cent of items
have rates ranging from 30 to 275 per cent, the most common rates being 30 per cent (representing
some one-quarter of all tariff items) and 40 per cent (some 11 per cent of items).

23. Dispersion and escalation of tariff rates is accentuated by the extensive system of concessional
tariff arrangements that exists in Indonesia to allow a substantial share of imported inputs to enter duty
free (see below).

(d) Tariff concessions

24. Some 50 per cent of potential tariff duties and taxes are exempt from payment by Indonesia's
tariff concessional arrangements. The high incidence of concessional imports is indicated by the relatively
low average duty collected on non-oil imports, amounting to 5 per cent of the value of imports in 1993,
compared to 6 per cent in 1990 (Table IV. 1). It is the incidence ofsuch concessions that largely explains
the discrepancy between the average rate of duty collected and the import-weighted average tariff rate
of 8 per cent.
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Investment projects

25. Tariff exemptions or reductions are allowed on the importation of capital goods related to the
production process and, for up to ihe first two years' operations, on raw materials irnported by domestic
and foreign investment projects approved by BKPM.6 Master lists of products to be covered by the
tariff exemptions are prepared by the investor and submitted to BKPM for approval. The Board works
closely with PT Sucofindo, the government-appointed inspection agency, in examining and approving
these lists. Société Générale de Surveillance (SGS) is no longer involved in this process.

26. Equipment, including second-hand goods, authorized by BKPM for concessional importation
must be inspected in the exporting country to ensure that the goods are in a satisfactory condition suitable
for the project. Without inspection by PT Surveyor, the imported machinery must pay the normal
duties and taxes.

Duty drawback and exemption schemes for exporters

27. Two schemes, both operated by BAPEKSTA, are available to exporters to obtain imported
inputs free of licensing requirements and customs duty (including surcharges), as well as commodity
taxes. such as VAT (see Section (3)(i)).

Exemptions authorized by the Ministry of Finance

28. Tariff concessions may be given by the Ministry of Finance on commodities that are needed
to develop certain industries. These concessions are often granted to specific firms or users.
Cable-makers and manufacturers of certain electronic components, such as loudspeakers, solar panels,
transformers, resistors and capacitors. are exempt from tariffs and surcharges of40 per cent on imports
of polyethylene. These exemptions were granted by the Ministry in February 1993, when the 20 per cent
surcharge was applied to imported polyethylene.

29. Other examples ofsuch concessions include duty exemptions extended on imported components
for shipbuilding, and tariff relief granted on imports by PT Tunas Alfin.8

(e) Preferential tariffs

30. Regional tariff preferences in Indonesia are restricted to those provided to ASEAN members.
In the past, these were limited and covered those applied under the PTA scheme. However, ASEAN
tariff preferences are to be comprehensively extended during the implementation of the CEPT Scheme.

6Eligible capital goods include machinery. equipment and spare parts. Components must not exceed 5 per cent
of the total value of the original machinery or equipment.

7Some product categories are exempt from tariff concessions in order to protect domestic production (ree
Chapter III).

8See Ministerof Finance Decrees KMK.01, 24 May 1994 and 215/KMK.00, 26 February 1992, respectively.
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with the aim of achieving an ASEAN Free Trade Area (AFTA) by 1 January 2008 or, as under the
latest adopted proposal. by 2003.9

31. Apart from legal tariff concessions mentioned above and tariff preferences on a few products
provided to other developing countries under the Global System of Trade Preferences Among Developing
Countries (GSTP), the vast majority of Indonesia's imports enter at non-preferential tariff rates.
Indonesia is not a member of the GATT Protocol Relating to Trade Negotiations Among Deveioping
Countries (CPC).

AFTA and other ASEAN arrangements

32. Tariff preferences offered by Indonesia, along with other ASEAN members, under the CEPT
Scheme are substantially greater in size and coverage than those provided under the PTA. These have
been negotiated between members on a product-by-product basis. ' It is intended to create a free-trade
area by 2008, recently shortened to 2003, with maximum tariffs on eligible intra-ASEAN trade of
5 per cent." Tariffs are to be reduced on eligible products to a maximum of 20 per cent within five
to eight years, and to 0-5 per cent within 15 years (Chapter 11).

33. Phased reductions in Indonesia's tariffs on ASEAN imports under both the Fast and Normal
Track programmes were scheduled to begin on 1 January 1993, the original commencement date.
However, implementation was delayed for technical reasons, and Indonesia began reducing tariffs on
2001 nine-digit tariff lines from 1 January 1994. Indonesia has offered to apply tariff reductions on
7.355 nine-digit tariff items. of which 2,816 will be subject to Fast Track reductions.12

GSTP arrangements

34. Indonesia provides a tariff preference of 10 percentage points on imports from participating
developing countries of certain polymers and primary forms of polypropylene.

9Asean economic ministers agreed recently at the forum meeting held in Thailand to accelerate tariff reductions,
implementing them over 10 years rather than 15 years; and endorsed a plan to include some, as yet unspecified,
unprocessed agricultural commodities in AFTA. Because farm products are highly protected, and many important
ones are already excluded, such as livestock, rice, coffee and natural rubber, a working group is to be established
to examine the inclusion ofunprocessed agricultural products into AFTA. In addition, two other working groups
were established to co-ordinate laws on intellectual property rights and to pursue agreements to liberalize trade
in services. Asian Wall Street Journal, Asian Groups wil! Study Intellectual Ri2hts, Services, 23 September
1994.

10The CEPT Scheme covers 15 product groups (see Chapter 11). The major group of CEPT products in
intra-ASEAN trade are textiles and electronics. However, a large number of important intra-ASEAN products
are excluded from the Scheme, such as electrical products, transport equipment, paper and paper products, iron
and steel and petroleum products.

11ASEAN members will maintain their own external tariffs for non-ASEAN trading partners.

12See Joint Press Statement issued by AFTA on 6 October 1993 following the Fourth Meeting of the AFTA
Ministerial Council in Singapore on the same date. The Press Statement is reprinted as GATT (1993)
document L/7307.
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(f) Customs valuation and clearance procedures

35. Indonesia's valuation methods are claimed by their authorities essentially to follow the GATT
Valuation Code on goods inspected by Customs, i.e. imports with an f.o.b. value of below US$5,000.
The value-for-duty of these imports is the invoice (or transaction) value, unless there is reason to doubt
its accuracy. In these cases, Customs verifies the transaction price with a "test value" taken from a
Price Profile of products maintained and up-dated regularly by Customs. Where discrepancies exist,
the dutiable value is taken to be the price of identical or similar goods contained in the profile, unless
the importer can prove that the invoice price is the correct value. If no comparable price data exists
in the profile, customs duties are levied on the product's transaction value.13

36. Although tariffs are normally levied on the c.i.f. invoice value, check prices have been used
on some products as minimum values on which to levy tariff duties. These arrangements may
significantly increase tariff protection where check prices are set substantially above import parity.14
Check prices no longer apply following their removal in June 1994 on polypropylene, craft papers
for cement sacks. formic acid and caustic soda.

37. Most imports, i.e. goods above US$5,000, are subject to compulsory preshipment inspection
(PSI) in the exporting country by the government-appointed surveyor, PT Surveyor.'5 The main
exceptions are crude oil, precious stones, jewellery and those consigned to bonded zones or export
entrepôts. PSI was introduced from 1 May 1985 when Indonesia's Department ofCustoms was relieved
of most of its inspection duties.16 The dutiable value of goods subject to PSI is that shown on the

13These valuation procedures, outlined in Presidential Instruction (Inpres) No. 3/1991, extended the previous
practice of using the transaction value as the value-for-duty, except where it was thought to be inaccurate.
However, the new procedures formalized the basis on which to verify and determine the dutiable value through
the use of "test values" specified in a Price Profile maintained by Customs.

14For example. prior to their removal in June 1994, check prices on polypropylene imports were, according
to the World Bank, some 20 per cent above import parity. On this basis, the tariff rate on these imports was
effectively raised from 40 to 48 per cent.

15From July 1991, responsibility for performing preshipment inspection was transferred from the Société
Générale de Surveillance (SGS), which had been assigned these powers under contract since 1985 by PT Sucofindo,
the government-appointed surveyor, to PT Surveyor Indonesia, a joint-venture company established between
PT Sucofindo, the Ministry Gf Finance and SGS, which has a 20 per cent interest. SGS continues to have
responsibility for preshipment inspection in countries where PT Surveyor has not yet established an office. See
Presidential Instruction (INPRES) No. 3/91 and Decree of the Ministerof Finance No. 737/KMK.00/91, 29 July
1991.

16Details on the preshipment procedures and methods used by SGS to clear and inspect goods were given
in the last Trade Policy Review Report (GATT, 1991).
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Surveyor's Inspection Report, which is final and binding on all parties.17 PSI is seen by Indonesian
authorities as a, means of preventing duty evasion through under-invoicing.'8

38. Since May 1991, Indonesian Customs have been progressively resuming their inspection
responsibilities in line with the Government`s policy of transferring these tasks from SGS back to
Customs. There was general acceptance in the business community at the time of the last Trade Policy
Review that the use of SGS had substantially improved customs clearances. Surveys in 1989 had
indicated that some two thirds of imports were being cleared between one and four days, compared
with only one in ten in 1985.

39. There have been reports that customs clearance procedures may be again becoming a major
hinderance to importation, but Customs indicates that the main reason for delays is incomplete or
inaccurate documentation. Where there has been a reduction in the share of imports subject to
preshipment from 65-70 per cent in 1986-88 to 47 per cent in 1992. those imports subject to inspection
continue to account for 90 per cent of tariff revenue. While imports that are mainly exempt or duty-free
pass through Customs without PSI, such as items for government projects and bonded factories. this
may also indicate that a substantial proportion of the duty is being evaded, either by under-invoicing,
misclassification of imports or failure to collect.19

40. The Government has recently introduced measures aimed at reducing the incidence of certain
illegal levies to facilitate clearance. These measures include the introduction of vouchers to pay for
services at ports and container terminals, and the introduction of stiff penalties on customs officers
found guilty of receiving illegal payments.20

41. Indonesia, an observer member of the Tokyo Round Customs Valuation Agreement, is committed
to apply the Agreement on the Implementation of Article VIII (Customs Valuation) under the Uruguay
Round. Indonesia had been reluctant to enact the GATT valuation procedures fully in the past because
of concerns that this would lead to greater under-invoicing and evasion of tariff revenue. This concern
is worsened by Indonesian Customs not currently having authority to conduct post-audits of importers
to detect and deter under-invoicing.

'7The dutiable value shown on the Inspection Report will be the seller's invoice price or, if higher, the
Surveyor's estimate of the prevailing export market price. The Surveyor uses prices of identical or similar goods
in the exporting country to determine the prevailing export price of the goods being inspected. In cases where
the invoice price is specified on an f.o.b. basis, the Surveyor estimates the freight costs to arrive at a c.i.f. price,
which is the basis of customs valuation in Indonesia.

18Preshipment inspection covers the type. quantity and quality of the goods, the price of the goods, tariff
classification, duties and taxes to be paid, and compliance with licensing and prohibition provisions. Once
inspected, a Surveyor's Inspection Report (LPS) is issued and used by Customs as the basis to clear the goods.
Imports covered by an LPS will be immediately cleared and not re-examined by Customs, except in certain
suspicious circumstances, such as where there has been tampering with the container foilowing the initial inspection,
or where the importer objects to the Surveyor's findings.

19This appears to be a major leak in actual duty collections in the importation of high-duty consumer goods
(e.g. wine, liquor and large-screen television sets).

20The Jakarta Post, 1 July 1994.
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(ii) Taxes and other charges

42. Indonesia's indirect tax system comprises a value-added tax, applied at a single rate of currently
10 per cent, on goods. excluding many agricultural products, and most services21; a sales tax. levied
at the manufacturing level, at rates of mainly 10, 20 and 35 per cent on specified luxury goods22; and
excise taxes, levied at various rates. mainly on sugar. certain artificial sweeteners. alcoholic beverages
and cigarettes. Certain goods, such as alcoholic beverages. are levied all three taxes. Goods subject
to VAT and the luxury sales taxes, together with the rates, are indicated in the customs scheduled

43. Sales taxes are, in principle. levied in a non-discriminatory manner on both domestically-produced
goods and imports.24 However, changes implemented to the sales tax system in 1993 specifically exclude
certain domestic goods from taxation. Most non-alcoholic drinks which are subject to a sales tax of
either 10 or 20 per cent, if imported, are exempt if produced domestically by traditional industries.
Similarly, home-produced two-wheeled motorized vehicles with engine capacity of 250cc or less. as
well as certain sports equipment and games. are exempt from the 20 per cent sales tax applied to
imports.25 Moreover. home-made jeeps, as well as sedan cars and station wagons with engine capacity
of 1600 cc or below, that have over 60 per cent local content are taxed at 20 per cent, while those
with lower local content. including imported assembled vehicles, are subject to a luxury sales tax of
35 per cent. These differences in luxury sales tax rates, depending on local content, provide substantial
additional protection to domestic producers on top of already high tariffs and surcharges.

44. Certain excise taxes continue to discriminate against imports. White cigarettes. which are
imported, are subject to higher rates of excise tax than domestically-produced. including kretek (clove).
cigarettes.

(iii) Import prohibitions

45. Since the previous Trade Policy Review. the Government has reduced the number of items
subject to import prohibitions. Among the more important goods on which import prohibitions were
removed in June 1993 were completely-built-up (cbu) motor vehicles. These prohibitions were. however,

21Under legislation, the VAT must be applied at a single rate of between 5 and 15 per cent. The rate has
always been 10 per cent. Products excluded from the VAT are the cultivation or harvesting of agricultural products
and the farming of livestock; fisheries or fish farming; drying or salting of food; wrapping or packaging in
the normal course of trade; as well as restaurant and hotel services.

22The rate of 20 per cent was introduced on 1 January 1992. when the 30 per cent rate was terminated.
The highest rates of 20 and especially 35 per cent apply to products such as motor vehicles. some of which are
also taxed at a unique rate of 25 per cent.

23Excise duties are not reflected in the tariff rates. Such taxes are additional to the tariff duties levied on
imports.

24See Government Regulation No. 36 of 1993. The incidence of sales taxes levied equally on imported and
home-produced goods may nevertheless fall mainly on imported goods, especially if there is no local production.
However, the imposition of these taxes will not distort the country's resource allocation. since they do not provide
home-produced goods with favourable taxation treatment relative to imports.

25Since the tax is levied on the duty-inclusive import price. the tariff equivalent of a discriminatory tax rate
will be higher than the tax rate.
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replaced by tariffs and surcharges ofup to 200 and 100 per cent, respectively, and licensing restrictions
on models not assembled domestically.

46. The October 1993 package reduced further the number of prohibited imports, from 48 tariff
lines belonging to four product. groups. to 44 tariff items, most of which cover foreign printed material
(Chapter 49 ofthe Schedule). Import bans also affect certain chemicals, including pesticides and certain
plastic scrap of polymers and ethylene.26 According to Indonesian authorities. these prohibitions are
maintained for cultural and health reasons, as well as to provide reasonable protection for home industries
to develop.

47. The June 1994 package made no changes to import prohibitions.

48. Imports of second-hand ships with a capacity of less than 5.000 dead weight tons (DWT) were
banned in 1991 to promote the sale of Caraka Jaya ships designed by the State-owned company, PT PAL.
and built by local shipyards.27

49. Imports of a wide range of second-hand goods are banned.28 However. with permission from
the Ministry of Trade, these bans can be waived in cases where (i) the imported second-hand good
is a complete plant/factory, (ii) constitutes part ofwhole unit which cannot be separated from its previous
function. or (iii) is to be used ina Government project. Conditions for the importation ofused machinery
were relaxed in October 1993 when the authority for regulating imports of used machinery was
transferred to the Ministries of Trade and Industry.29 Previously. second-hand machinery could only
be imported by direct-user companies. reconditioning firms. or one of five authorized importers.

50. As a member of the Montreal Protocol. Indonesia ratified the Montreal Convention and the
Vienna Convention in 1992. and. therefore. bans trade in chloro-fluorocarbons (CFCs).-30 Imports
of certain plastic waste and scrap are also prohibited pursuant to the regulations contained in the Basel
Convention.31

(iv) import licensing

51. Although the Government has taken important steps since 1990 to reduce the coverage and
restrictiveness of import licensing, the system's complex and often non-transparent nature remains the

26Apart from Chapter 49 of the tariff schedule (printed matter), import bans apply to eight 9-digit items:
2908.10.100 and 10.900: 38.08.90.000: 39.15.10.000. 20 000. 30.000. 90.100 and 90.900.

The Jakarta Post, 10 May 1994. The same article states that the Government is considering controlling
imports of used vessels through the introduction of a local content scheme that would set a minimum ratio between
new and second-hand ships which could be imported by shipping firms.

28Second-hand goods subject to import bans are specified in Ministry ofTrade Decree No. 311/KP/X/1993.

29Joint Decree by the Ministers of Trade and Industry Nos. 310KPB/X/1993 and 232/M/Sk/10/1993.
23 October 1993.

30Prior to the ratification of the Montreal Protocol, the use of CFCs were prohibited in the manufacture of
aerosols and cosmetics (Ministerial Decree of Health No. 376/Menkes/PER/VIII/1990).

31See Minister of Trade Decree No. 349/Kp/XI/92.
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most serious non-tariff measure impeding imports. The licensing system classifies restricted goods
into three main categories. according to the type of importer.32 These categories are producer-importer
(IP), agent or sole trader (AT), and registered importer (IT). In addition, a number of products may
only be imported by a designated State-owned entity, such as BULOG. All other goods are unrestricted
and classified in the general importer (IU) category. The number of tariff lines subject to restrictive
import licences has progressively fallen from 1, 122 in 1990 to470 in June 1993 to 318 in October 1993
and to 261 in June 1994, representing under 3 per cent of tarifflines, following the June 1994 package
(Table IV.3).33

Table IV.3
Import licensing system at a glance, July 1994

Number of 9-digit tariff lines 9.399
Number of tariff lines covered by import licences 261

number of items subject to producer importer (11') licences 110
number of items subject to registered imports (lT) licences 66
number of items subject to IT/AT licences 47

number of items subject to BULOG licences 32
number of items subjectto DAHANA licences 3
number of items subject to PERTAMINA licences 3

Number of banned items 441

Production coverage of importlicences (inciuding banned items, 22 per cent
Manufacturing 30 per cent

Agriculture 35 per cent

Mining including oil and gas) O ,per cent

Forestry and fishing n per cent

a Includeseight tarifflines covering banned importsofchemicals. pesticides and plastic scrap contained in the listof licensed imports.
plus 36 tariff lines from Chapter 49 covering printed matter.

Source: Government of Indonesia and WorldBank.

52. Despite the reduced incidence and import coverage of import licences. with the share of licensed
imports falling from over 40 per cent in 1985 to well under 10 per cent at present, it has been estimated
by the World Bank that some 30 and 35 per cent. respectively, of manufacturing and agricultural
production are still covered by import licences. In 1991. the corresponding coverage figures were
36 and 32 per cent (Tables IV.3 and IV.4). Overall. the share of domestic production in the whole

32A fourth category. importer producer (PI). was terminated in the June 1993 package when the last PN licence.
covering "other nitrates", was withdrawn. Prior to their widespread removal in June 1991, PI licences had enabled
domestic producers to import inputs not available locally, such as completely-knocked-down (ckd) motor vehicle
kits.

33These include IT/AT import licences on imported motor vehicles not assembled in Indonesia. introduced
on 46 tariff lines in June 1993. The June 1994 package converted IP or AT import lice-nces on 27 tariff items
to IU status. These included 2 BULOG-agricultural items (lactose) and 25 industrial items, covering venetian
aluminium blinds and certain piston engines or parts thereof. The package also shifted fresh and fried garlic
from IT status to BULOG controlled licences.
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economy covered by restrictive licences has remained at around 22 per cent since 1991, despite several
deregulatory packages.34

53. The main items affected by licensing are agricultural commodities, processed food and beverages,
paper products (mainly due to the import bans on foreign printed material), engineering products (mainly
reflecting the licences on imports of cars unassembled in Indonesia and some machinery), basic metals
(especially iron and steel) and chemicals (mainly explosives).

Table IV.4
Production coverage of restrictive import licensing
(Per cent of 1987 production)

Description- 1989 1990 1991 1992 1993b 1994

Agriculture- 44.7 44.7 35.5 35.5 35.5 35.5
Food crops 64.7 64.6 55.7 55.7 55.7 55.7
Estate and other crops 25.7 25.7 14.5 14.5 14.5 14.5
Livestock 7.3 7.3 0.1 0.1 0.1 0.1

Forestry and fishing 12.5 6.3 0.0 0.0 0.0 (.0
Mining and quarrying (including oil and gas) 0.2 0.2 ()2 0.2 0.2 0.2

Manufacturing (excluding oil and gas) 38.1 32.8 31.6 31.1 31.2 30.6
Food, beverages and tobacco 62.9 61.3 59.8 58.7 60.7 58.8
Textiles. clothing and footwear %.0 6.5 6.5 5.4 5.2 5.2
Wood products 0.( 0.0 0.0 0.0 Q.C 0.0
Paper products 17.6 37.6 37.6 34.6 34.6 34.6
Chemicals 5.5 2.6 2.6 2.6 0.2 0.2
Oil and gas 0.5 0.5 0.5 0.5 0.5 0.5
Non-metallic products 19.5 1.0 0.0 0.0 0.0 0.0
Basic metals 17.2 5.0 5.0 4.6 4.6 4.6
Engineering 49.2 3;).3 33.9 33.9 31.6 31.6
Other manufacturing 3.0 3.0 3.0 3.0 3.0 3.0

Total 27.9 25.4 22.3 22.1 22.1 21.9

a Based on Indonesian input-output classifications for 1985.
b After the October 1993 changes. The figures include the lT/AT licences introduced on motor vehicles to replace the import

bans in June 1993.
c After the June 1994 package.

Source: World Bank.

54. Restrictive import licences, especially the more prevalent IP category. control the degree to
which domestic producers of many goods are exposed to import competition, such as those granted
on steel products. including tubes and pipes. Specific licences designating State monopolies as sole
importers mainly cover the importation by BULOG of major food products. namely, rice. wheat and
wheat flour. sugar, soybeans, gummy bags and. from June 1994. garlic.35Other products affected

34The large share ofproduction covered by import licences mainly reflects BULOG's monopoly import rights
over a few agricultural commodities, especially rice. Excluding BULOG's licenses reduces the share of production
covered by non-tariff barriers to 10 percent foragriculture, 13 per cent for non-oil manufacturing and 8 per cent
for the whole economy.

35Imports of garlic were shifted from an IT licence to a BULOG licence in June 1994.
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by specific licences allocated to State monopolies are: explosives imported by Dahana, and oil and
petroleum products imported by Pertamina. Imports of sait are limited to PT Garam.

55. IT licences restrict to six State-trading firms imports of a wide range of products across all
sectors, including agricultural commodities. such as dairy products and cloves; alcoholic beverages;
artificial sweeteners, such as saccharine; certain propylene and copolymers; agricultural hand tools;
and tractors, as well as concrete pumps, in ckd form.36 All imports by these State-trading entities must
receive prior approval from the Director-General of Foreign Trade. Imports of these products are
often subject to informal quotas and other directives from the Ministry of Trade.

56. IT import licences are combined with sole agent (AT) licences to create an import monopoly
over designated brand names of final products.37 Currently, IT/AT licences cover only imports of
cars not assembled in Indonesia.38 Every type and brand of (cbu) car to be imported must be registered
in advance with the Ministry of Industry. The Minister of Trade determines whether the type of car
being imported is assembled domestically, and, hence, decides whether it must be imported under a
restrictive lT/AT licence.

(v) Quantitative restrictions

57. In addition to informal quotas and directives set by the Ministry of Trade on State-trading
agencies as part of the licensing system. formal import quotas are also imposed on a number ofsensitive
items. However, information on imported goods subject to quantitative restrictions, including quota
levels. is not readily available.

58. Batik and truck imports are no longer subject to import quotas.

(vi) Standards and other technical requirements

59. As part of the Government's efforts to modernize and update Indonesian standards and their
implementation. Indonesia has adopted a system of national standards (SNI). The responsibility of
co-ordinating, approving and implementing standards was assigned to the National Standardization
Council (NSC). an independent government agency established in 1989. The NSC reports directly
to the President, and is administered jointly by the Ministers of Research and Development, Industry
and Trade. National standards have been introduced progressively and became fully operational on
1 April 1994.

60. Standardization requirements on goods solid domestically are aimed primarily at protecting
human health and safety. as well as consumer interests. National standards set for health and safety
reasons are obligatory, while those set for other reasons may be voluntary. depending on the

-'Food and drink covered by IT licences can only be imported by State-trading firms PT Kerta Niaga and
PT Tjipta Niaga; and milk raw materials for further processing by PT Pantja Niaga and PT Dharma Niaga.
Other State-trading entities acting as registered importers for certain products are PT Mega Eltra and PT Sarinah.

37Foreign suppliers granted AT status are encouraged to make, in return for exclusive import licences, a
long-term commitment to the Indonesian market through providing back-up repair and spare parts services, as
well as gradually establishing local assembly or spare parts production.

38IT/AT import licences on cars not assembled in Indonesia were introduced in june 1993. The June 1994
package removed the IP and AT licences on reciprocating piston engines used in motor vehicles.
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circumstances. All but 16 standards are currently voluntary. Identical standards, whether voluntary
or obligatory, are applied to both imports and domestic goods.

61. In setting national standards. the policy is to adhere to internationally accepted norms where
possible and to apply them equally to imported and domestic goods. Testing and certification must
be carried out by accredited private or public institutions. Indonesia's national standards on food are
based largely on those set internationally by the Codex Alimentarius Commission; its electro-technical
specifications are based on those of the International Electronic Commission: and other standards are
based on those of the International Organization for Standardization.

(vii) Quarantine and health regulations

62. Indonesia maintains quarantine and other health regulations, including sanitation and
phytosanitary requirements issued by the Department of Agriculture. Imports of most agricultural
products. including cereals. meat, peanuts. raw cotton, fresh fruits and vegetables. must beaccompanied
by a phytosanitary certificate. Most foodstuffs must also be certified as fit for human consumption
by the issuance ofa health certificate from the exporting country. Certain foodstuffs of European origin,
such as dairy products, fruit. vegetables. seafood, meat and cereals. can only be imported ifaccompanied
by a non-radiation certificate certifying that radiation contamination is below certain prescribed levels.

63. Imports of major foodstuffs. including dairy products, canned food and egg products, must
be marked with an expiry date and are subject to minimum remaining shelf-iife requirements. All
foodstuffs in retail packs must be registered with the Ministry of Health and satisfy labelling
requirements. Marking, labelling and packing requirements are stipulated for some goods under general
regulations. Requirements have also been specified for a number of products. such as sweetened
condensed milk, cosmetics and health equipment.

64. Imports of food. perfume and health products require approval from the Department of Health.
The Department of Health must also authorize and licence trade, both domestic and imported, in
cosmetics, perfume. toiletries. pharmaceuticals. cereal preparations. fruit. vegetables and dairy products.

65. Pharmaceutical imports are covered by minimum remaining shelf-life requirements and all
drugs must be registered with the Ministry of Health prior to importation. Labelling requirements
are also specified by the Ministry of Health.

66. Imports of fertilizers, insecticides and pesticides require prior testing by the Department of
Agriculture for eight months, reduced from 18 months at the time ofthe previous Trade Policy Review.
Imports ofveterinary drugs and pesticides must have prior registration with the Ministry of Agriculture
and meet certain packaging and labelling requirements.

67. Imports of yellowfin tuna and its products from countries using giant drift nets or purse seine
fishing nets in the East Pacific Tropical Ocean have been required. since 27 April 1992, to be
accompanied by import certificates issued by regional offices of the Indonesian Ministry of Trade.
Such certificates remain valid for three months and may be extended if considered necessary.

(viii) Government procurement

68. Indonesia has no central government purchasing agency. All government bodies and State-owned
enterprises are responsible for their own procurement on contracts of up to Rp 3 billion. All contracts
above Rp 3 billion, including those of State-owned enterprises, must first be approved by the
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Co-ordinating Ministry of Trade and Industry. Procurement must be at a favourable price that can
bejustified. meet stipulated technical requirements and utilize. where possible, domestically-produced
inputs.39

69. Formal bidding procedures, either public or limited, must be followed on procurement contracts
above Rp 20 million.40 Limited tenderers are invited to apply for the contract from the List of Capable
Suppliers. However, since public tenders are only necessary on contracts above Rp 500 million, most
contracts below Rp 500 million are let by limited tender. Only foreign suppliers prepared to meet
Indonesia's countertrade arrangements will be considered at public tender.

70. According to Government authorities, no preferential margin is provided to domestic suppliers
over foreign contractors. However, the Government indirectly provides domestic suppliers with
substantial non-price preferences. For example, where local tenderers use imported materials, priority
in awarding contracts must normally be given to the tenderer with maximum local content.

71. Furthermore, government procurement is used to provide assistance to firms in economically
weak sectors. Contracts of up to Rp 50 million are reserved exclusively for such firms. while on
contracts of between Rp 50- 100 million, a 10 per cent preferential price margin is granted to such firms
over other domestic suppliers.

72. The Government has taken steps since 1990 to streamline and rationalize its procurement
procedures in an attempt to shorten the large delays often associated with letting government contracts.
even when using local suppliers. Considerable efforts have been directed at developing written guidelines
on such things as the minimum number of bidders needed and the evaluation criteria. However,
implementation of these guidelines and procedures have, it appears. been somewhat uneven. Major
delays in procurement on large projects. often exceeding two years. are apparently still common. Delays
are longer when international bidding is allowed.

73. Procurement by government agencies and public enterprises (PEs) remains largely
non-transparent. The bidding procedures remain weak, and many contracts appear to be awarded other
than on an "arm's length" basis, and for non-commercial reasons.

74. On the whole, procurement procedures would appear to present an obstacle to efficient project
implementation. The major problems include delays in obtaining central government approval. especially
on contracts over Rp 3 billion, use of non-standard bidding and contract documents. unnecessarily
rigid and onerous requirements concerning supplier's qualifications. re-tendering and slow bidding
evaluation procedures.

(ix) Countertrade arrangements

75. The Government's countertrade practices, administered by the Ministry of Trade. remain linked
to its national procurement policies. Countertrade, in the form of counter-purchase agreements, remain
a pre-condition for overseas suppliers to be awarded government contracts tendered publicly, i.e. all

39All procurement contracts are, in principle, subject to a post-audit by the Finance and Development
Supervisory Agency (BPKP) to assess, among other things, the appropriateness of the price.

40Small contracts below Rp 20 million are let through direct designation or direct procurement and are reserved
for suppliers from economically-weak sectors.
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contracts over Rp 500 million. In 1993, total countertrade obligations, involving 23 suppliers from
12 countries. amounted to US$958.5 million, compared with US$399. i million in 1992.41

76. Foreign companies tendering for government contracts must guarantee additional purchases
of eligible products to the same value as the procurement contract, less the value of Indonesian supplies,
services, taxes. duties and wages paid by the foreigner in fulfilling his contract.42 A wide range of
Indonesian non-oil and gas manufacturing as well as agricultural products are eligible for the countertrade;
the list ofeligible products is reviewed annually by the Ministry ofTrade. Since 1990, total countertrade
obligations of US$3. 1 billion have been made, of which almost half has been realized.

77. Indonesia also exports rice under counterpurchase arrangements. According to Indonesian
authorities, these exports are made to help developing countries overcome their food shortage problems.
Parties to these sales have mainly included African countries.

78. A countertrade deal worth US$100 million, involving the import of cars from Malaysia by
Indonesia in return for Malaysian purchases of Indonesian aircraft, was finalized in May 1974.

(x) Anti-dumping and countervailing measures

79. Indonesia has no formal legislative anti-dumping or countervailing procedures. Instead,
complaints by domestic producers for relief against offending imports are handled informally using
import surcharges. In practice, these have been used as a de facto anti-dumping measure to protect
home industries against fluctuating word prices.

80. The Indonesian Government is studying the introduction of formal anti-dumping and
countervailing legislation, as required by the single undertaking of the Uruguay Round. Indeed, it
is understood that draft legislation to this end has already been prepared by the Ministry of Trade.

(xi) Local content schemes and mixing requirements

81. Indonesia continues to operate a number of local content plans designed to assist domestic
production of components (Table IV.5). The local content plans operate by means of "deletion lists",
constructed by the Ministry of Industry for each assembler and reviewed bi-annually, and which specify
those components which can be imported.43 Goods not on a Master List must be sourced locally.
Localization plans. specifying the components to be sourced locally, the prescribed level of local content
and, in most cases, the time period allowed for meeting the targeted level, are generally stipulated
in decrees issued by the Minister of Industry. Increased local content is generally introduced over
time through deletion lists requiring increasing levels of local content.

41The foreign countries with which Indonesia had countertrade arrangements were: France, the United States,
Germany, Singapore, Austria. the Netherlands, Jordan, Hong Kong, Australia, Belgium and Italy.

42The commitment may be met directly or through a third party, provided the counterpurchases are additional
to normal exports from Indonesia. A penalty, to date unused, of 50 per cent of the value of any unfulfilled export
undertaking is charged at the completion of the contract. Limited time extensions are available under certain
circumstances.

43Locally-made components included in the master list, if imported, are dutiable at tariff rates specified in
the customs schedule.



Indonesia C/RM/S/52
Page 71

82. The deletion plans, used in conjunction with the import licensing system, mainly apply in the
production of transport equipment, machinery and engines. Deletion plans were extended in 1987
until 31 December 1993. Existing obligations continue to form an important part of the Government's
sectoral manufacturing policies.

Table IV.5
Local content plans operating JuIy 1994

Date introduced and relevant SummaryProduct decrees of trade restrictions

Commercial vehicles
(Categories 1, II, 111 and IV)a

Motorcycles
(70-200 cc)

Tractors
(> 30 HP)

Forklift trucks

Small diesel engines
(2-25 KW)

Medium diesel engines
(26-375 KW)

Small gasoline engines
(1-8 KW)

Mini-tractors
(< 30 HP)

Rice mill machines

One-feed rice mill units
Unhulled rice-husking machines

1976
031 /M/SK/2/1987
371 /M/SK/9/1983
168/M/SK/9/1979
307/MlSK/l8/1976
extended by SK: 11/SK/10/1990
1972
034M/SK/2/1987
505/M/SK/ 1983
651/M/SK/11 /1981
7/M/SK17/1972
1993
03/M/SK/1984
55/M/SK/6/1990
111/M/SK/10/1990
SE: 087/DJ-IMLDE/1/93

1985
1 13/M/SK/3/1985
94/M/SK/86

1983
165/M/SK/6/1986
190/M/SK16/ 1983

1983
484/M/SK/10/1986
202/M/SK/61983
1983
324/M/SK/10/1986
476/M/SK/10/1986
1983
200/M/SK/1983
extended by SK: 34/M/2/87

1984
21/M/1/1984
extended by SK: 34/SK/87

1984 - 22/M/SK/1984
1984 - 23/M/SK/1986

Output
Completely built-up imports dutiable at 40%.
Components
Deleted duty 50%; IP licences
Non-deleted duty free: IP licences

Output
Completely built-up imports banned
Components
Deleted duty 50%; IU licences
Non-deleted components duty free: IP licences
Output
Completely built-up imports dutiable at 20%:
AT licences
Components
Deleted duty 5-40%; AT/IP licences
Non-deleted duty free: IP licences
Output
Completely built-up imports dutiable at 30%:
AT licences
Components
Deleted duty 540%; IP licences
Non-deleted duty free; IP licences

Output
Completely built-up imports dutiable at 50%;
All licences
Components
Deleted main duty 30%; IP licences
Non-leading duty 10-40%; IP licences
Non-standard duty 10-40% (average 20); IU licences
Output and Components
As for small diesel engines

Output and Components
As for small diesel engines

Output
Completely built-up imports duriable at 40 up to 300%.
Components
Deleted duty 10%: IU licences
Non-deleted duty free: IP licences
Output
Completely built-up imports dutiable at 40%;
IU licences
Component
All dutiable at 20%; IP licences
As for rice mill machines.
As for rice mill machines.

(Cont'd)
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Product Date introduced and relevant Summary of trade restrictionsdecrees

Machine tools
(lathes, combination milling and
boring machines. etc.)d

Electric generators
(< 5 KVA;
between 5 and 750 KVA)

Electric motors
(< 7.5 KW;
between 7.5 and 20 KW;
between 20 and 75 KW;
> 75 KW)

KWH Meter-One phase

Mini-circuit breakers

Porous centrifuges and rotaries

Palm-oil-processing machines
Boilers
Domestic electronic equipment

1985
28/M/SK/ 1986

1983
313/M/SK18/1986
475/M/SK/12/1983

1985
124/M/SK/4/1985
extended by SK:
313/M/SK/1986

1984
140/M/SK/4/1984

1986
162/M/SK/611986

1986
134/M/SK/4/1986

1985 - 266/M/SK/7/1984
1984 - 13/M/SK/2/1984
1985 -

Output
Completely built-up imports dutiable at 15%;
(special.sized lathes and milling machines made locally
dutiable at 30%); IU licences
Components
Deleted duty 15%; IU licences
Non-deleted duty free; IP licences
Output
Completely built-up imports dutiable at 30%;
AT licences
Components
Deleted main duty 20%; IP/IT licences (prior to
Pakdes 24, IU)
Non-deleted deletion programme finished.

Output
Completely built-up imports dutiable at 30%;
AT licences
Components
Deleted main duty 20%; IP/IT licences (prior to
Pakdes 24, IU)
Non-deleted deletion programme finished.

Output
Completely built-up imports dutiable at 40%;
lU licences

Components
Deleted duty 40%; IU licences
Non-deleted variable duty; IP licences
Output
Completely built-up imports dutiable at 30%;
IU licences
Non-deleted duty free; IP licences
Output
Completely built-up imports:
Banned:
84.10.300 (25 KW/200 mm):
350 KW/250 mm;
84.10.400 (25 KW/50 mm)
84.10.530 (350 KW/800 mm)
Duty 20%; IT licences
84.10.300
84.10.400
84.10.530
Internal appeal to use local products.
Internal appeal to use local products.
Internal appeal to use local products. Deletion
programmes on home appliances are no longer
applicable.

a The deletion programme for passenger motor vehicles was voluntary. The deletion programmes on motor vehicles were replaced
in June 1993 by arrangements linking concessional tariffs on imported components to local content levels.

b For passenger motor vehicles and Category V commercial vehicles. deleted components (or those produced locally) are dutiable
at 100 per cent.

c Deletion programme completed in 1986 when 100 per cent local content was achieved. All components must be imported as
spares at a tariff rate of 20 per cent.

d Other machine tools covered are: milling machines (knee-type), surface grinders. sawing machines. bench drilling machines.
plate-bending machines, pipe-bending (rolling) machines. press machines, bending press machines, metal-cutting machines.
plate-rolling machines and punching machines.

Source: Government of Indonesia.
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83. In principle, localization plans generally aim for a high and, in some cases, 100 per cent local
content. However, the Government has, in line with moves towards trade liberalization, relaxed certain
local content requirements and allowed some deleted components to be imported, albeit often at very
high tariffs. The Government has also introduced a number of changes to improve the flexibility of
the requirements, such as easing the phase-in periods for achieving local content, making deletion
voluntary and allowing multi-sourcing of parts. These have reduced some of the costs associated with
deletion programmes and local content schemes.

84. The results of the deletion programmes have fallen well short of expectations. Rather than
spawning competitive component industries in Indonesia, deletion programmes have obliged assemblers
to use expensive, often poorer quality local components, and have made it difficult for them to compete
with imported finished goods. This has generated pressure for protection on outputs to compensate
for the additional costs imposed by the deletion programmes.

85. Against this background, the Government's current policy, beginning with the new arrangements
announced for motor vehicles in June 1993, is to gradually phase-out deletion programmes. These
are to be replaced with local content schemes based on providing greater incentives, mainly through
importation of components at concessional tariffs, to encourage domestic producers to source locally.
However, while such voluntary arrangements are likely to be an improvement over deletion programmes,
all local content plans, no matter how implemented, are likely to cause economic inefficiencies and
to increase private and commercial transportation costs.

86. Under the new arrangements introduced for motor vehicles, assemblers meeting prescribed
levels of local content on sedans, station wagons, pick-ups, minibuses, jeeps, buses, and two-wheeled
motor vehicles are able to import their components at concessional tariff rates. The concessional tariff
rates on imported components vary according to motor vehicle type, and are inversely linked to the
assembler's level of local content. Maximum tariff concessions, equivalent to duty-free importation
of components, are permitted for assemblers of sedans and station wagons exceeding 60 per cent of
local content44 for assemblers of pick-ups, mini-buses, jeeps and two-wheeled vehicles with local
content of more than 40 per cent; and for assemblers of buses and trucks. with a gross vehicle weight
of between 5 and 24 tons, having above 30 per cent local content. Concessional rates on imported
components are increased at lower levels of local content, with no concessions provided to assemblers
having below 20 per cent. Local content levels, which are stipulated by the Minister of Industry and
valid for one year, are renewable annually.

87. In the dairy sector, milk mixing requirements administered by the Ministry of Trade continue
to operate to the benefit of dairy farmers. In order to import milk products and raw materials duty
free under IT import licences. milk processors are required by the two designated State-trading importers
to purchase one unit of locally produced milk for every 1.25 units (in fresh milk equivalents) of imported
milk.

88. A new mixing requirement, introduced in June 1993, requires cattle-feed processing industries
to currently purchase 3 weight units of domestically-produced soybean cake for every 7 units of cake

44Minister of Finance Decree No. 645/KMK.01/1993, 10 June 1993. In the case of sedans, station wagons,
minibuses, pick-ups and jeeps, some components can be imported duty free provided the assembler meets only
40 per cent local content.
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imported under IP licences.45 The Government is committed to abolishing this scheme under the Uruguay
Round by 1 January 1998.

(xv) State-trading agencies

89. Pursuant to GATT Article XVII, Indonesia has notified BULOG as a State-trading entity which,
as part of its statutory responsibilities for implementing the Government's food policy (through controlling
production, distribution and marketing of major agricultural commodities), is the sole legal importer
(and exporter) of several commodities. The main products covered by BULOG's activities are rice,
sugar, wheat and wheat flour, soybeans, gummy bags and, sinceJune 1994, garlic. The level of imports
is set annually to fill the shortfall between domestic production and consumption.

90. Indonesia also relies substantially on the activities of other State-trading agencies to meet its
development targets for certain industries. Sole importation rights, covering mainly processed foods
and beverages, are provided to six State-owned entities under the import licensing system (registered
importer (IT) licences) to enable the Goverment to control imports.

91. As mentioned earlier, a number of State-owned enterprises have also been granted import
monopolies over goods which they themselves produce. Imports of petroleum and gas products, are
licensed exclusively to Pertamina, while imports of explosives are restricted under licence to the
State-trading entity, PT Perum Dahana. Sole importing rights over steel products by PT Krakatau
Steel were terminated in July 1992.

(xiii) Rules of origin

92. The ASEAN PTA requires Indonesian imports and exports to meet different rules-of-origin
to be eligible for preferential tariffs. On Indonesian imports, goods must have a minimum ASEAN
content of 60 per cent of the product's f.o.b. value. In the case of Indonesian exports, however, the
minimum level of Indonesian content is specified at 50 per cent of the export's f.o.b. value.

93. Lower, uniform rules-of-origin are specified in the AFTA. The CEPT requires the minimum
level of ASEAN content to be 40 per cent of the product's f.o.b. price. This low level is aimed at
encouraging regional trade, while limiting trade diversion.

(xiv) Trade sanctions

94. Indonesia currently maintains no trade sanctions against imports. Trade sanctions with Israel
since 1967 affect only Indonesian exports, while bans covering all trade with Angola and South Africa
were lifted in January 1994.46

45Minister of Trade Decree, 10 June 1993. The initial ratio, prior to being changed in June 1994, was set
at 4:6 (domestic to imported).

'Minister of Trade Decree No. 03/KP/I/1994, 11 January 1994.
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(xv) Emergency trade measures

95. Indonesia has no domestic legislative provisions under GATT Article XIX for taking emergency
action to impose import restrictions to safeguard domestic industries.

96. However. the Government is empowered under domestic legislation to increase or introduce
import barriers to control imports where it is considered to be in the nation's interest. Such action
usually would take the form of tariffs or surcharges. Requests for emergency action would be treated
by the Tariff Team (Chapter 11) in the same way as other requests for import relief.

(3) Measures Directly Affecting Exports

(i) Duty drawback and exemptions

97. In order to reduce the cost to exporters of tariffs on imported inputs, the Government operates
a duty exemption and duty drawback facility. These schemes exempt or refund :ariff duties, VAT
and luxury taxes on direct imported inputs, as well as such charges paid indirectly on
domestically-purchased inputs. The schemes also permit imports free of licensing requirements.

98. The most widely used scheme is the prior exemption scheme, under which exporting firms
are exempt from duties and taxes on imports, provided a yearly production/export plan, supported
with relevant documentation on past performance, is submitted for approval.47 At the end of each year
a "reconciliation report" is prepared. whereby exporters must pay the customs duties and taxes relating
to inputs used in producing domestic sales.48 The alternative drawback scheme refunds duties and taxes
that have been paid on imported inputs used in exports. This scheme can benefit indirect exporters
by refunding to final exporters customs duties and taxes paid on imported inputs purchased domestically.

99. Use of these facilities by exporters has increased considerably since 1987. The value ofexports
under these arrangements currently exceeds US$5 billion. Some 38 per cent of non-oil manufactured
exports benefitted from the two schemes in 1992. Despite the schemes' increased popularity, certain
administrative changes introduced in October 1992 to combat fraud, as well as the sale on the domestic
market of duty-free imports, reduced the attractiveness of the schemes to exporters. These changes
increased paperwork and made the administrative procedures more cumbersome and burdensome for
exporters and BAPEKSTA staff.49 Exporters were required to have the import content of each export

47Exemption of customs duty and taxes can be approved on a consignment basis for firms exporting below
65 per cent of production for non-garments, and 85 per cent for garment production.

48Exporters must, on approval of their export plan, provide a bank guarantee or surety bond equal to the
value of duties and taxes foregone; the guarantee or bond is retired cnce the exports have been verified.

49These changes diluted BAPEKSTA's sole authority for granting duty concessions by requiring the approval
of several other State agencies. The arrangements required reconciliation reports to be filed for each export
consignment and verified by PT Sucofindo; documentation requirements were increased; criteria for "white
listing' strong; and reliable exporters were expanded to include an unqualified financial evaluation from the
State Auditing Board; and BAPEKSTA had to ensure that firms entitled to VAT refunds had no outstanding
tax liabilities with Pajak.
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shipment verified by the government-appointed surveyor (PT Sucofindo), they also had to show the
tariff item of imports on their application form.50

100. The October 1993 package reversed several of these changes and simplified BAPEKSTA
procedures. In particular, PT Sucofindo, which was experiencing delays in processing BAPEKSTA
applications, was no longer assigned to verify the import content of exported goods, but was only
required to inspect each export shipment. Under the new system, exporters are required to submit
to BAPEKSTA every six months a reconciliation report of imported goods used; compliance is monitored
by BAPEKSTA through ex-post-audits.

101. However, the drawback scheme by indirect exporters remains under-utilized. This is primarily
due to the administrative difficulties associated with the inadequate verification procedures, whereby
the indirect exporter has to submit documentation through the final exporter.

102. The duty drawback and exemption schemes, when working efficiently, go some way towards
reducing the anti-export bias associated with import substitution policies. However, since import
protection also increases exporters' costs through competition for resources. such schemes can only
reduce. but not eliminate, the anti-export bias of the existing trade régime. For example, the
arrangements only remove the direct costs of tariffs on imported inputs. they do not compensate
exporters for the protection-inflated costs, via tariffs and import licences, of home-produced inputs.
Tariffs and other trade barriers also raise the price of non-tradable inputs used by exporters and, to
the extent they permit a higher exchange rate, are likely to reduce export receipts. Moreover, these
schemes have substantial administrative and compliance costs.

103. Indonesia's system of indirect taxes. comprising mainly a VAT. does not in general tax
intermediate inputs. whether used in domestic production or exports. However, luxury sales taxes,
excise and petroleum taxes. where levied on intermediate goods, are non-rebateable. whether used
in domestic sales or exports. In this way, these taxes, especially petroieum taxes. may also penalize
production.

(ii) Export promotion and assistance

104. Non-oil and gas exports are assisted and promoted through the activities of the National Agency
ofExport Development (NAFED) ofthe Ministry ofTrade. and the Export Support Board. The Agency
advises the Government on export policies and promotion, as well as financially assisting the training
of local manufacturers and exporters. The Board is primarily concerned with providing technical
assistance in overseas marketing and promotion.

105. Export assistance covers finished and semi-finished manufacturers as well as processed and
semi-processed agricultural products. Priority is given to goods with high export potential. substantial
value added and/or local content.

50Misclassifications of goods frequently occurs, causing clearance delays for imported inputs.
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(iii) Export finance

106. Bank Indonesia previously provided subsidized short-term post-shipment export credit to
exporters through an export bill discounting facility. However, since May 1993, interest rates charged
for these facilities is no longer concessionary; the rate is set at commercial levels using the SIBOR
plus a specific margin.51The interest rate is currently 7.3 per cent. The maximum period of financing
from Bank Indonesia is five months. and the proportion of bank loan eligible for rediscounting is
40 per cent for primary goods. and 37 per cent. for other goods.

107. Commercial banks are required by Bank Indonesia to allocate a minimum of 80 per cent of
all foreign exchange credits to export-oriented businesses; this has increased from 50 per cent in 1990.
Commercial banks disburse export loans on a self-liquidating transaction basis whereby loan payments
are disbursed by the bank on the exporter's behalf directly to the input suppliers, and the loan is
self-liquidated immediately on receipt by the bank of the export proceeds. Exporters are required to
provide a minimum of 15 per cent of own funds.

108. The system of subsidizing export loans has created a number of distortions in the financial
system which have prevented it from allocating funds to the most efficient exporter. Firstly, the provision
of concessional export loans, compared to loans for other purposes. encourages misuse of designated
export. loans by borrowers. Moreover. since export loans from commercial banks. especially those
rediscounted through Bank Indonesia, are less profitable than other loans, commercial banks are
discouraged from providing loans to exporters. Thus. these arrangements have impaired the efficiency
of the market in allocating export finance and have accentuated the lack offunding available to exporters.

(iv) Export credit guarantees and insurance

109. PT ASEI is the government agency responsible for providing export credit guarantees and
insurance.52 Since Bank Indonesia discontinued providing export liquidity credit to commercial banks
on 1 April 1990. commercial banks have no longer been required to use PT ASEI's export credit
guarantee to cover such loans. The provision of export (pre-shipment) finance is now financed by
commercial banks. and using export credit guarantees available from PT ASEI is optional. The premium
rate for the guarantee is now determined by negotiation between the commercial bank providing the
finance and PT ASEI. The level of indemnification by PT ASEI can be set from 60 to 85 per cent
of the loss. and the rest is borne by the commercial bank.

110. The export credit guarantee scheme has had disappointing results. Many of these problems
appear to be an overhang from the previous arrangements where Bank Indonesia provided the export
liquidity credits to commercial banks. This led to rapid growth in expert credits guaranteed by PT ASEI.
from Rp 440 billion in 1982 to Rp 10.1 trillion in 1989. Many of these loans. it appears. lacked
sufficient commercial bank scrutiny, and a large proportion of past claims have related to misused

51Bank Indonesia Circular No. 26,2/UD, 28 May 1993.

52PT ASEI was established on 30 November 1985, based on Government Regulation No. 1/1982. Since then,
export payment terms have been broadened from cash and credit guaranteed by letters of credit to cover various
payment terms commonly used in international trade.
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expert loans granted by banks. Due to PT ASEI's poor past performance in meeting claims. banks
do not insure all export loans. thereby undermining the spread of risk available to PT ASEI.

111. PT ASEI also operates the Export Credit Insurance Scheme to cover exporters against the
risk of non-payment by importers. Since Indonesia's non-oil and gas exports remain mainly traded
on sight letter of credit. the scheme is used sparingly. Only 1 .9 per cent of total non-oil exports were
covered in 1993. ofwhich three-quarters related to non-sight letter-of-credit transactions. Nevertheless.
the provision of export credit insurance has increased the use of non-sight letter-of-credit payments.
which accounted for almost 14 per cent of non-oil exports in 1992. compared to 11 per cent in 1982.

(V) Export restrictions and controls

1 12. Indonesia continues to restrict and control a substantial share of its exports through various
measures. including bans. licences. quotas, taxes. approved export requirements. as well as export
quality controls. Despite some derestriction since the last Trade Policy Review, including replacement
of export bans with taxes. these controls remain substantial, and have increased in some sectors.

113. Export restrictions cover half of total non-oil exports. Apart from textile products. which
are regulated due to externally-imposed quotas under the MFA. agricultural and wood products are
most affected by export restrictions. Export restrictions cover some 85 per cent of wood products
and around 60 percentofagricultural commodities. In other non-oil manufacturing. the share ofexports
controlled is some 10 per cent.

114. Export restrictions and controls have beenjustified by the Government on numerous grounds.
such as to conserve scarce resources as well as endangered species. and to preserve the environment;
to encourage greater domestic processing; to ensure sufficient supplies to meet domestic requirements;
to avoid counter-productive competition between Indonesian producers to enable higher export prices
to be achieved to enable Indoriesia to take advantage of perceived market power and to extract higher
expert returns; to create additional employment opportunities. especially in regional areas; and to
handle quotas. such as on textiles under the MFA. imposed by importing nations.

115. One consequence ofthe restrictions is that relatively efficient export industries (such as logging)
have been replaced with inefficient downstream processing industries (e.g. plywood) (Chapter V).
Export restrictions suppress domestic prices of affected exports. assisting downstream users and
penalizing the primary activity producing the input. As discussed in Chapter V. linkages between
upstream and downstream industries in the logging and plywood industries. together with the tax on
log exports. have encouraged waste in plywood production, so that it is not clear that the conservation
objective is being met. Restricting access to forest resources may be a more effective means of forestry
conservation. while avoiding some of the inefficiencies associated with export restrictions.

(a) Export prohibitions and bans

116. Export prohibitions currently cover over 70 products. These include animal and fish products.
such as ivory. reptile raw skins and hides as well as certain live fish and shrimp fry; and manufactured
products like various forms of low grade rubber (including crumb rubber that does not meet Indonesian
quality standards). scrap iron and steel. brass. copper and stainless steel: and rare animals. plants.
including certain fresh flowers and orchards (Table IV.6). Export bans are used mainly to protect
scarce resources. endangered species and to encourage domestic processing.
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Table IV.6
Export bans. July 1994

HS Code Description US Code Description

0106.00.99s s.d.ex Other live animals. n.e.s. 4001.29.300 1 'nsmoked sheets

0301.10.3340 Eotias 4001.29.470 Blanket D off

0"1)1.;)9.100ex Fish fry 4001.29.470 Flat bark creme

0306 '-9 990ex Other. not frozen. crustaceans, n.e.s. 4001 .29.490ex Blanket sheets
03o6. 19.î(1 x Freshwater crawfish 4(X)1.29.490ex Cutting C
O'06.29.190ex Other. not frozen. crawfish. n.e.s. 4(1)1.29.490ex Smoked blanket

0507.1<1.0(0 ivory, ivory powder and waste 4001.29.510 Rubber wet slab

05017.9W. 1(X) Tortoise shells 401.O29-520 Scrap and cut lumps (or Other TSNR n.e.s.)

050',7.<1.200ex Horns and antlers 4001.29.530 Earth scrap

0501.00.210 Mother-of-pearl shells 400l.29.990ex Remilled 4

05091.0.220 Troca and lola shells 4001.29.99>x Smoked sheet

0508.00.290ex Other unworked or simply prepared 4103.20.100 Lizard skins

shells. n.e.s
M(160.10).13) Fresh dendrobium orchids 4103.ZO.300 Snake skins

0603.10.19Oex Other fresh orchids. n.e.s. 7204.10.000 Waste and scrap of cast iron

90.90.100 dan ex Other. not fresh. orchids 7204-2L.00 Waste and scrap of stainless steel

'16()1.90X900 Other, not fresh. flower n.e.s. 7204.29.000 Other waste and scrap of alloy steel. n.e.s.

1401.2 ).390 s.d. Cut rattan plaining materials, washed. 7404.(X).O(OOcx Copper waste and scrap
smoked or sulphured. n.es.

401.22.90kex Standard Indonesia number. n.e.s.

Source: Government of Indonesia.

I 17. As noted above, the Government has replaced several export bans with export taxes in an
attempt to capture some of the "economic rent" associated with the restraints. Thus. the export bans
on logs. raw and semi-Processed rattan (except forcut rattan plaiting material), as well as raw. including
pickled. skins and hides. were replaced with export taxes in June 1992. These prohibitions, together
with existing taxes, have had a major impact on the development ofupstream and downstream industries,
such as wood processing, especially plywood manufacture. However, the replacement of the export
ban on logs with taxes has had little effect on trade because of the very high tax rates (see below).

(b) Export taxes

118. Indonesia continues to operate a comprehensive system of export taxes. especially on forestry.
agricultural and mining products, aimed principally at ensuring adequate supplies for domestic
requirements and to promote domestic processing. Export taxes are set by the Ministry of Finance
and currently cover 80 tariff items. including light pepper. chinchona bark. hides and skins. sand and
aluminium waste and scrap.53 Taxes at rates of 5. 10 or 30 per cent, are supplemented on some goods,
such as chinchona bark, hides and skins. by an additional export tax of 20 per cent (Table IV.7). Thus,
combined taxes of up to 50 per cent apply to certain exports.

53Ministry of Finance Decree No. 534/KMK.013 of 27 May 1992.
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Table IV.7
Export taxes, July 1994
Per cent)

Tax rate (per cent)
Basic Surcharge Total

White pepper. mixed quality. neither crushed nor ground, weight 300-500 grams/litre 10n.a. 10
Black pepper. mixed quality. neither crushed nor ground, weight 190-400 grams/litre 10n.a. 10
Cinchona bark. with 3 per cent quinine grade or more 30 20 50
Cinchona bark. with quinine grade of less than 3 per cent 30 n.a. 30
Cow hides

Unprocessed (wet blue) 30 -( 50
Processed, types of crust 30 20 5S
Processed, other than types of crust (finished leather) 5 n.a. 5

Buffalo hides

Unprocessed (wet blue) 30 20 50
Processed. types cf crust 30 20 50
Processed. other than types of crust (finished leather) 5 n.a. 5

Goat hides

Unprocessed (wet blue) 30 20 50
Processed. types of crust 30 2( 50
Processed, other than type of crust (finished Ieather) 5 n.a. 5

Sheep hides

Unprocessed (wet blue) 30 20 50
Processed. types of crust 30 '020

Processed. other than types of crust (finished Ieather) 5 n.a. 5

Natural sands of all types. coloured or not: sea or land 10 n.a. 10
Waste aluminium and scrap 30 n.a. 30

n.a. Not applicable.

Source: Government of Indonesia.

119. Specific export taxes. corresponding in many case to prohibitively high ad valorem equivalents,
are applied. inter alia. to unprocessed logs, rattan and leather. as well as sawn timber. As mentioned
above. in the case of logs. specific export taxes. ranging from US$500 to US$4.800 per cubic metre,
replaced the export bans in June 1992. Other changes introduced at that time included export taxes
(to also replace bans) at rats of USS15 and US$10 per kg. on raw/split rattan and webbing, respectively;
US$2.400 per cubic metre on "Perupuk" timber; US$4.800 on timber used for chip; US$250 per mere.
on wet and dry veneer: and between US$250 and US$4.800 per cubic metre on railway sleepers made
of certain types of timber. Export taxes, introduced on sawn timber in the 1980s. were increased to
US$,200 per cubic metre.

120. Although ad valorem export taxes are in principle levied on the declared export f.o.b. price
of the product. check prices, set bi-annually by the Minister of Trade. are used for most products.
including pepper. cinchona bark. hides and aluminium scrap (Table IV.a).54Use of check prices.
intended to prevent under-invoicing by exporters. adds a discretionary element to the system of export
taxes, reducing transparency.

54Announcement by the Director-General of Foreign Trade Decree No. EKS.806/DAGLUI085/94, 29 June
1994.
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Table IV.8
Check prices for levying expert taxes. 1994
(US dollars. f.o.b.)

HS Code Description Check price

0904.11.200 ex.

(0904.11.300 ex.

1'11.90.,.40 ex.

41(4.10.100 ex.)
4104.21.100 ex.!
4104.22.100 Cx.)
4104.29.100 ex.)

4104.10. ( eCx.)
4104.31.1(X) ex.)
4104.39.1(X) ex.)

4104.10.200 ex.)
4104.31I.1(X) ex.)
4104.39.100 ex.)

4104.10.100 ex.)
4104.21.200 ex.)
4104.2.200 eCx.)
4104.29.200 ex.)

4104.10.200 ex.)
4104.31.200 ex.)
4104.39.100 ex.)

4104.10.200 cx.)
4104.31.'00 ex.)
4104.39.200 ex.)

4106.11.000 )
4106.12.000 )
4106.19.000 }

4106.20.00X0 ex.

4106.20.0X00 ex.

4105.1 I.00)

4105.20.000 ex.

4105.20.000

2505.90.00 cx.

7602.00.000

White pepper. mixed quality neither crushed nor ground, weighing 300-500 g. per litre
Black pepper. mixed quality. neither crushed nor ground. weighing 190-4(X) g. per litre

Cinchona bark with 3 % quinine grade or more
Cinchona bark with quinine grade of less than 3%

Unprocessed cow hid-s (wet blue)

Processed cow hides (types of crust)

Processed cow hides. other than types of crust ( . lied leather)

Unprocessed buffalo hides (wet lue)

Processed huffalo bides. types of cr.st

Processed buffalo hides. other than types of crust(finished leather)

Unprocessed goat hides (wet blue)

(Processed goat hides.types of crust. on average:
- less than 5 sq.ft. per sheet

5-6 sq.ft per sheet
- above 6 sq.ft. per sheet

Processed goat hides. other than types of crust (finished leather). on average:
- less than 5 sq.ft. per sheet
- 5-6 sq.ft. per sheet
- above 6 sq.ft. per sheet

Unprocessed sheep hides (wet blue)

(Processed sheep hides. types of crust. on average:
- less than 5 sq.ft per sheet
- 5.6 sq.ft. per sheet
- above 6 sq.ft. per sheet

(Processed sheet hides. other than types of crust (finished leather). on average:
- less than 5 sq.ft. per sheet
- 5-6 sq.ft. per sheet
- above 6 sq.ft. per sheet

(Sea sands
(Land sands

Waste aluminium and scrap

Source: Government of Indonesia.

0).55/lb.
0.40/lb.

6.00/kg.
3.50/kg.

6.00/kg.

I .O0Isq.fs.

1 .40/sq .ft.

5.50kg.

0.90/sq.tt.

0.90isq.f:.

10.Okg.

1.10/sq.ft.
1.05/sq.ft.

I .00'sq.ft.

1 .0S/sq.ft.
I .05/.sq.ft.
I .0(?/sq.ft.

13.50/kg.

i .8O!sa.ft.
I .701sq.ft.
I.60/!sq.ft.

I.60/sq.ft.
I .50/sq.ft.
I .55/sq.ft.

1.90S/m
3.20/mn

2.000/m
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(c) Export licensing requirements and quotas

121. As much as half of Indonesia's food exports, by value, as well as some mineral and petroleum
products are classified as "regulated" and. in consequence can only be exported by approved or registered
exporters. These arrangements cover 1 .827 products, including vegetables, certain spices (such as
pepper). manioc. plywood. sawn and processed timbers, rattan mats, liquified natural gas. tin and gold
and silver products (Table IV.9). The regulation of exports is intended to assist Indonesian exporters
to coordinate activities to takemaximum advantage ofIndonesia's perceived international market power.
Regu!ation has also been used to distribute and monitor export quota allocations imposed externally,
such as tapioca sales to the EC and for textiles to certain MFA importers.55

122. Exporters are licensed by the Ministry of Trade. The relevant commodity trade association
plays an integral role in the system, often working in collaboration with the trade ministry to set a
limited number of approved or licensed exporters. to determine who shall be granted approved status,
and to design the administration of the programme. including the allocation or export quotas. Moreover,
the Ministry can also dictate that a Joint Market Office (JMO) be established to market certain
commodities, such as exists for the marketing of all crops from State plantations, such as coffee, cocoa,
rubber, tea and crude palm oil. as well as for nutmeg and cassia vera.

123. JMOs are. in effect. formed by government decree as part of a trade association which controls
exports of nominated public plantation commodities. In some cases, such as cassia vera and nutmeg
(until exports of the latter were deregulated in 1991 - Chapter V). they also control exports from private
producers. The cassia veraJMO determines export prices and controls sales, so that foreign importers
must order through the JMO which decides on the domestic exporter to fiIl the order.

124. In allocating formal quotas, the Ministry of Trade takes into account factors such as exporter
reliability. prior export performance. including success in penetrating and opening new international
markets. and adherenm to existing quota and licensing arrangements. Although exporters are generally
expected to utilize their annual quota entitlements. a system of implicit quota trading has developed
whereby quota deficit entities may purchase export entitlements from surplus quota holders.36 Information
on forma; export quotas in Indonesia is limited and it is unclear to the GATT Secretariat which goods
are subject to export quotas and at what levels.57 The situation is further complicated by the widespread
use of informal quotas as part of the export licensing system.

55MFA quotas are maintained on Indonesian textile and clothing exports by Canada. the EC. Norway and
the Uni;ed States. Bilateral agreements also exist for monitoring Indonesian, exports of textile products to Austria
and Finland. Indonesia and Canada extended their bilateral textile agreement 31 December 1995, whereby an
across-the-border quota expansion of 5 per cent was applied. and an additional quota of 12,000 pieces was given
for category 2 products in 1993.

56Normally the transaction is in the name of the quota holder, although the actual goods are handled by the
quota deficit exporter. This system enables many quota holders to maintain their quota entitlements each year.
Thus the system is an indirect way of enabling new and more efficient entrants to obtain export entitlements.

57The administration and allocation of export quotas is inefficient and lacks transparency. Lists of quota
holders are rarely published by the Ministry or the trade association. and the criteria for their allocation is unclear.
Such a closed system of allocating quotas makes it difficult for new entrants to obtain quota entitlements, thereby
inhibiting newly emerging domestic producers from developing on the basis of export growth. A more open
system of allocating export entitlements, including government auctioning of quotas. would help to reduce these
limitations and incrcase transparency.
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Table IV.9
Regulated exports, July 1994

HSCode Description HS Code Description
0714.10.1W0 Dried or sliced manioc

(1714.10.200 Manioc in the form of pellets

(1714.10.900l Manioc in a form n.e.s.

0901 Coffee, whether or not roasted or
decaffeinated coffee husks: coffee substitutes
containing coffee in any proportion

()91. 11. I(X) Coffee, not roasted, not decaffeinated -
Arabica OIB

(()1.1 1 .2(X) Coffee. not roasted, not decaffeinated -
Arabica WTB

0901.11.300 Coffee. not roasted, not decaffeinated -
Robusta OIB

(0901. 12.900lex Coffee, not roasted. decaffeinated. n.e.s.

09 11.21.1(X) Coffre roasted. not decaffeinated powdered

(0901.21.900 Other roasted. not decaffeinated. coffee. n.e.s.

(9n1.22.1(XI Roasted. decaffeinated coffee powdered

"001.22.900 Other roa-ted, decaffeinated. n.e.s.

(901.30.000 Coffee husks and skins;

1211.90.130 Laca wood

1211.90.140 Sandalwood

2101.10.000 Extracts. essences and concentrates of coffee.
and preparations based on these extracts or on

coffee
2607.00.0X) Lead ores and concentrates

2609.0.000 Tin ores and concentrates

2616.10.000 Silver ores and concentrates
2616.90.100 Gold ores and concentrates

2709.00.1(X)
2711.11.000

2711.12.100
2711.13.000

27à1.14.000

2711.19.000

Crude oil to be refined

Liquefied natural gas (LNG)

Propane

Butane

Ethylene. propylene. butylene and butadiene

Other liquefied petroleum gases. n.e.s.

4409.10.990
4409.20.10X)

4409.20.910

4409.20.920

Agathis. in a form n.e.s.

Parquetry flooring of Ebony

Beaded, moulded. Ebony

Rounded Ebony

4412.12.900ex Veneered panels and similar laminated wood,
not exceeding 6mm thickness

4413.00.0(X) Densified 'vood, in blocks, plates. strips or
profile shapes

4414.00.0(Xkx Wooden frames for paintings. photographs,
mirrors or similar objects

4415.00.100ex Packirg cases, boxes, cranes. drums and
similar packing. of woods. cable drums of
wood: pallets. box pallets and other ioad
boards, of wood (i.e. includes all
above-mentioned categories)

4415. 10.1 1Oex Cases, boxes, crates, drums and similar
packing. of plywood

4415.10.190ex Cases, boxes, crates. drums and similar
packings. made of wooden materials, other
than plywood

4415.10.200ex Wooden cable drums

441S.20.IOO)ex Pallets, box pallets and other load boards of
plywood

4415.20.900ex Pallets, box pallets and other load boards.
made of wooden materials. other than
plywood

4416.00.900ex Casks, barrels, vats, tubs and other coopers'
products and parts thereof. of wood
(excl. staves)

4417.00.000ex Toois. tool bodies and handles. brooom or
brush bodiess and handles. of wood: boot or
shoe lasts and trees. of wood

4418.10.0OOex Windows. French-windows and their frames

4418.20.0OOex
4418.30.000ex

4418.40.000ex

4418.90.0OOex

4419.00.10.ex
4419.00.900ex
4419.90.900ex

4420. 10.0O0ex
4420.90.000ex

4421.1G.000ex

Doors and their frames and thresholds

Parquetry panel

Shuttering for concrete constructional work

Other builders' joinery and carpentry of
wood. n.e.s.
Wooden chopsrticks

Other tableware and kitchenware of wood

Tabicware and kitchenware of wood. n.e.s.

Statuettes and other ornaments. of wood

Other wood marquetry n..e.s.

Wooden clothes hangers

(Cont'd)
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HS Code Description HS Code Description 1

3407.21. 120ex Modelling paste or preparations with a plaster
base, n.e.s.

4202.39.900ex Pocket , or handbag-carried articles, made of
materials n.e.s.

4406.10.100 Railway or tramway sleepers of wood, not
impregnated

4406.90 000 Other railway or tramway sleepers of wood

4407.10.110ex

4407. 10.110ex Coniferous Agathis wood, sawn lengthwise,
not planed, sanded or finger-jointed

4407.10.120 Coniferous Agathis, sliced or peeled, not
planed, sanded or finger-jointed

4407.10.191 Agathis, in a shape n.e.s, for parquet flooring

4407.10.199 Agathis, in a shape n.e.s.. for other uses

4407.10.991 Pine, for uses n.e.s.

4407.10.999 Wood n.e.s.. for uses n.e.s.

4407.21ex Wood sawn or chipped, from tropical trees

4407.21.191 White Meranti, in a shape n.e.s., for uses
n.e.s.

4407.21.199 See previous pages

4407.21.199ex Other wood. n.e.s.

4407.21.910ex Teak. sawn lengthwise, not planed, sanded or
finger-jointed

4407.21.920ex Teak, sliced or peeled but not plated, sanded
or finger-jointed

4407.21.991 See previous pages

4407.21.991ex Otherwood, teak, n.e.s.

4407.21.999 Tropical wood, in a shape n.e.s. for uses
n.e.s.

4407.22.100 Tropical wood, sawn lengthwise but not
planed, sanded or finger-jointed

4407.22.200 Sliced or peeled but not planed, sanded or

finger-jointed, tropical woods

4407.22.910 Tropical wood, in a shape n.e.s.. for parquet
or wood block flooring

4407.22.920ex Tropical wood for parquet by flooring

4407.22.990 Other tropical wood. n.e.s.

4407.23.100 Baboen, Mahogany, Imbuia and Balsa, sawn
lengthwise but not planed, sanded or
finger-jointed

4407.23.200 Same as above, except sliced or peeled. but
not planed, sanded or finger-jointed

4407.23.910 Parquet by flooring made of baboen,
mahogany, imbuia and balsa

4421.90.100ex. Wooden paving blocks

4421.90.200ex Wooden pegs or pins for footwear

4421.90.300ex Match sprints

4421.90.400ex Wooden blind and blind fittings

4421 .ÇO.SOOex Wooden fans and handscreens, non
mechanical

4421.90.600ex Wooden toothpicks

4421.90.700ex Spools. cups, bobbins, sewing thread reels
and the like. of turned wood

4421.90.900ex Other articles of wood. n.e.s.

4408.00.000 Veneer sheets and sheets for plywood and
other wood sawn lengthwise, sliced or
peeled, of a thickness not exceeding 6 mm

4412.11.000 Plywood, not exceeding 6mm thickness

4412.12.100ex Plywood, not exceeding 6mm thickness
n.e.s.

4412.21.000ex Plywood, veneered panels and similar
laminated wood. n.e.s.. containing at least
one laver of particle board

4412.91.000 Other plywood n.e.s.

4601.20.220

4910.00.200ex

5001.00.000

7106.10.900

7106.91.000

7106.','2.000es

7108.11.000

Rattan plaiting material

Calendars, of wood

Silk worm cocoons suitable for reeling.

Silver, in powder form, non-refined.

Unwrought silver

Semi-manufactured silver

Non-monetary gold, in powder form

7108.12.9W0 Non-monetary gold. in a form n.e.s.

7108.13.000 Non-monetary gold. in other
semi-manufactured forms

7108.20.00ûex Monetary gold

80(1.10.000

8002.00.000

8003.00.100

8003.00.910

Unwrought tin, not alloyed

Tin waste and scrap

Tin wire

Tin bars, rods or profiles, not surface treated

8003.00.920 Rods of tin base solder, whether or not cut to
length, but not coated with flux materials

(Cont'd)
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HS Code Description HS Code Description il

Baboan, mahogany, imbuia and balsa in

shapes n.e.s.

Oak, sawn lengthwise but not planed, sanded

or finger-jointed

Oak. sliced or peeled, but not planed, sanded

or finger-jointed

Oak for parquet or wood block flooring

Oak in shapes and for uses n.e.s.

Beech, sawn lengthwise but not planed,
sanded or finger-jointed

Beech, sliced or peeled, but not planed,

sanded or finger-jointed

Beech wood for parquet or wood block

flooring

Beech wood in shapes and for uses n.e.s.

Ebony, sawn lengthwise but not planed,

sanded or finger-jointed

Ebony, sliced or peeled, but not planed,

sanded or finger-jointed

Parquet by flooring of ebony

Other ebony, n.e.s.

Coniferous veneer sheets

Tropical wood veneer sheets

Other veneer sheets. n.e.s.

Coniferous. continuously shaped. for parquet
by flooring

Beaded and moulded Agathis

Rounded Agathis

8003.00.990

9006.00.00

8804.00.100

8804.00.900

9403.60. IOûex

9403.60.900ex

9405.10.200ex

9405.20.200ex

9405.40.200ex

9405.50.200ex

9405.60.200ex

9405.99.1OOex

9405.99.200ex

9405.99.300ex

9405.99.400ex

9405.99.900ex

9406.00.(X)Oex

9701 .90.400ex

Tin bars, rods or profiles n.e.s.

Tin tubes, pipes and tube or pipe fittings

Parachutes

Parachute parts

Wooden ice chest and insulating cabinets

Other bedroom wooden furniture n.e.s.

Wooden chandellers and other wooden wall

lighting fittings

Wooden electric table, desk, bedside or

floor-standing lamps

Other wooden lamps and electric fittings

n.e.s.

Non-electrical lamps and lighting fittings, of
wood

Wooden illuminated signs, name plates and

the like

Wooden parts for pressure lamps

Wooden frames for miners' lamps.

quarrymen's lamps

Wooden frames for non-flash beacons for

aerodromes; locomotive and railway mailing

stock lanterns: ship lanterns, etc.

Wooden parts for kerosene cycle lamps.

Other parts of flashlights in base metal

Pre-fabricated buildings

Wooden paintings. drawings and pastels

Source: Government of Indonesia.

125. Export quotas, setby the European Community at 825,000 tons annually since 1985, are applied
to cassava (or manioc) and tapioca (starch prepared from cassava root). These quotas are allocated
by the Ministry ofTrade according to past performance.58 Past exporters are allocated quota according
to their proportional share of exports during 1989-93 to both EC and non-EC markets, provided they
export a minimum of 15 per cent of their export quota to non-EC markets. In addition, exporters to
non-EC countries over the three-month period ending 18 January 1994 are allocated a total quota of
175,000 tons, to be shared in direct proportion to their non-EC sales during that period.59

58The EC-imposed quota was agreed bilaterally in 1982, and has been extended threc times, the latest being
for the period 1993-95 (Council Regulation/EEC No. 3909/92, 30 December 1992). The annual quota level
was initially set at 500,000 tons, and raised to 750,000 tons in 1983-84; 825,000 tons in 1985-92 and
2,475,000 tons for the three-year period 1993-95.

59Decree of the Director-General of Foreign Trade No. 073/DAGLU/Kp/X/1993. 16 October 1993.

4407.23.90

4407.91. I(X)

4407.91.'01()

4407.91.91<)

440)7.91.990

4407.92. 1I00

4407.92.2(X)

4407.92.91<)

4407.92.990

4407.99.1(X)

4407.99.20<)

440)7.99.910

4407.99.Q90

4408. 1I0.OOex

4408.20.OOex
4408.90.Olex

44)9.10.100

4409.10.910
4409.10.920

.
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(d) Export supervision

126. Another group of agricultural, mineral and industrial products are classified as "supervised
exports" that must be approved by the Ministry of Trade. Currently. there are 105 such products,
including live animals; soybeans; salt; coal and some ores, such as copper: crude vegetable oils.
like crude palm oil; newsprint and certain paper; fertilizers; cement and tyres (Table IV. 10). These
controls are intended to ensure that domestic requirements are met at reasonable prices. Exports are
only approved following a favourable recommendation from the relevant institution or technical
department. These arrangements may be complemented by formal export restrictions - as occurred
with the imposition of export taxes on crude palm oil and products effective 1 September 1994 - as
well as informal export controls.

127. Tree crop products from public estates, especially crude coconut and palm oil, are marketed
through JMOs which are responsible for allocating the vegetable oils between the domestic and foreign
market. Export control for this and private production are determined by the Ministry of Agriculture
in collaboration with the Ministry of Trade. and exports are mainly channelled through one approved
exporter.60

(e) Export quality standards

128. The Directorate of Standardization and Quality Control specifies minimum export quality
standards. especially for agricultural commodities, in an attempt to improve its reputation as a supplier
in international markets. There are currently 47 compulsory trade standards applied to exports, including
rubber, coffee, fresh ginger and cardamom. As in the case of imports, Indonesia's policy is to adopt.
where possible. international standards and testing requirements, such as those set by the International
Organization for Standardization (ISO) and the Codex Alimentarius Commission. In those cases where
non-international norms are specified, less stringent standards and testing requirements have been
implemented. There have been no cases where the Indonesian standards have been set at more stringent
levels than those applied internationally.

129. Export quality control is exercised by government enterprises accredited as sampling agencies
(BPC) and quality testing laboratories (LPM). Exporters of commodities covered by compulsory
standards must declare that every consignment meets these requirements. A certificate of quality will
only be issued once a sample analysis of the consignment verifies that the required standards have been
met. Exports of some specific commodities. such as technically-specified rubber and essential oils,
may be tested and approved in-house, such as by authorized producer-exporters.

(vi) Export processing zones and export oriented production entrepôts

130. Eligible exporters operating inexport processing zones and export-oriented production entrêpots
receive special concessions, mainly customs duty and tax free importation of inputs, as weil as being
free of licensing and quota restrictions. In addition, they are entitled to more generous foreign investment
and divestiture requirements.

60Although there are four approved exporters, some 90 per cent of crude palm oil is channelled through one
approved exporter.
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Table IV.10
Supervised exports, July 1994

HS Code Description HS Code Description

1101.1 1.(XO)

0101.19.100

0102.!0.100

0102.10.200

Pure-bred breeding horses

Race horses

Pure-bred breeding cows

Pure-bred breeding buffaloes

0(102.90.1(X) Other pure-bred breeding bovine animals,
n.e.s.

0102.90.2(X) Buffaloes

0104.10.100 Pure-bred breeding sheep

0104.10.900 Other sheep

01(04.20(.100 Pure-bred breeding goats

0104.20.900 Other goats

0301.99.100ex Fish fry

1006.20.900ex Other husked brown rice

1201.00.10o Yellow soybeans
1201.00.200 Black soybeans

1201.00.300 Green soybeans

12(01.00.400 Brown soybeans

12()1.00.500 Soybeans, mixture

1203.00.000 Copra

1207.10.2(X) Palm kernel

1207.99.200 Kapok seeds

1511. 10.0(X) Crude palm oil

1511.90.000 Other palm oil

1513.11.000 Crude coconut oi!

1513.21.000 Crude palm kernel oil

1513.29.000 Other palm kernel oil

1515.90.110 Crude kapok seed oil

1515.90.120 Refined deodorized kapok seed oil

2501.00.100 Table salt

2507.00.100

2523.10.100

2601 .12.000

2603.00.000

Kaolin

Cement clinker

Agglomerated iron ores

Copper ores and concentrates

2613

2613. iO.000

2613.90).000

2701.19.000

3101 s.d.

Molybdenum ores and concentrates

Roasted molybdenum ores and concentrates

Other molybdenum ores and concentrates

Other coal, whether or not pulverised, but
not agglomerated

Animal or vegetable fertilisers

3105.10.200 Urea in tablets or similar forms

3105.90.900) Other mineral or chemical fertilizers, n.e.s.

4011.10.100 Rubber tyres for sedans

4011.10.900 Rubber tyres for non-sedans

4011.20.000 Rubber tyres for lorries er buses

4G1 1.40.100 Rubber tyres for motorcycles

4011.40.200 Rubber tyres for scooters

4011.50.100 Rubber tyres for bicycles

4013.10.100 Inner tubes for sedans

4013.10.900 Inner tubes for non-sedans

4013.20.()00 Rubber tubes for bicycles

4013.90.100 Rubber tubes for motorcycles

4013.90.200 Rubber tubes for scooters

4013.90.900 Other inner tubes of rubber, for uses n.e.s.

4801.00.100 White newsprint. in rolls or sheets

4801.00.900 Other newsprint. n.e.s.

4802 Uncoated paper and paperboard

4802.53.000 Other paper and paperboard containing fibres
obtained by a mechanical process. of which
the total fibre content consists of fibres
weighing more than 150 g/m2

4804.11.000 Unbleached kraft liner

4804.21.100 Unbleached sack kraft paper for cement and
fertiliser sack

4804.29.000 Other sack kraft paper. n.e.s.

4808 Paper and paperboard. corrugated, creped,
crinkied. embossed or perforated, in rolls or
sheets

4808.10.000 Corrugated paper and paperboard, whether
or not perforated

4808.20.000 Sack kraft paper. creped or crinkled

4808.30.000 Other kraft paper, creped or crinkled

7204.21.000 Waste and scrap of stainless steel

Source: Government of Indonesia.
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131. Free trade zones and industrial estates are combined into several bonded areas. These are
mainly located at Nusantara Harbour and the Tanjung Priok Port in Jakarta, as well as Batam Island.
Export-oriented production entrêpots are places or buildings, located either inside or outside bonded
areas, used for storing or producing exports.61 Since October 1993. firms located in bonded zones
or having entrepôt status, have been allowed to sell a maximum of 25 per cent of their production
domestically. compared with 15 per cent previously.

132. Activities permitted in these zones mainly consist of factories engaged in light manufacturing
for export, such as electronics, semi-conductors, garments and food processing

(4) Measures Affecting Production and Trade

(i) Anti-competitive regulatory arrangements

133. Indonesia's traditional industrialization policies ofgovernment intervention and import substitution
were heavily centred on developing an industrial sector based on extensive state involvement through
public enterprises (PEs). or by nurturing large private sector business groups to meet government sectoral
objectives.62In consequence, market structures are characterized by an absence of competition.

134. Large business groups, or conglomerates. play an important rôle in Indonesia. Conglomeration
is a major feature in Indonesian industry with, according to the World Bank, the sales of the top ten
groups accounting for almost one-third ofGDP. Industries dominated by these groups include transport
equipment. communications. foodstuffs. chemicals, pharmaceutical, forestry, wood and paper products.
Many of these industries previously received high priority under the Government's import substitution
policies.

135. Despite their size and diversification, these groups remain essentially dependent on domestic
sales. Excluding forest products. exports by the top 50 groups in Indonesia represent substantially
less than 16 per cent of total Indonesian exports. Indonesia's impressive non-oil export growth in recent
years has beer. dominated by firms outside these groups.

136. Despite considerable deregulation of the Indonesian economy in recent years, there appear to
be a number of areas where the process could be extended. This includes the need for further
deregulation at the local level, where provincial governments often sanction non-competitive and
monopolistic practices, including the restriction of intra-regional trade. Examples of domestic trade
restrictions identified by the World Bank include citrus trade in West Kalimantan, where one group,
PT Bima Citra Mandiri had, prior to its withdrawal from this activity in December 1993. both monopoly
and monopsony positions63; cloves used in the cigarette industry; garlic. with two firms being given
exclusive rights to import, until June 1994 when sole importation rights were transferred to BULOG;

61Export entrepôts status is granted by the Minister of Finance, through the Directorate-General of Customs
and Excise.

62Major business groups often benefitted from government support, including the granting of monopolies
over the import and export of major goods; and special funding arrangements, including preferential access
to credit from state banks. These exclusive arrangements were frequently underpinned by strict investment and
other controls that prevented market entry by new competitors (Sato, 1993).

63The provincial government has taken over, somewhat unsuccessfully, these marketing arrangements.
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and film. with a single joint venture being granted sole importation rights. Continuation of these
practices. especially at the provincial level, run counter to the deregulatory thrust at the national level.

(a) Competition policies and laws

137. Indonesia currently has no competition law outlawing the use of anti-competitive practices.
The introduction ofsuch a competition law could help control the existence ofanti-competitive practices.
reinforcing the deregulation process and ensuring that the gains from trade liberalization are passed
on to the Indonesian people.

(b) Enforcement of intellectual property rights

138. Indonesia protects intellectual property rights in the areas ofcopyrights, patents and trademarks.
Holders of such rights may resort to civil or criminal action to enforce their exclusive rights when
these are infringed.64 These remedies are available to importers and foreign as well as domestic
producers.

139. Civil remedies, which may be started in indonesian courts by foreign right holders using an
Indonesian attorney, range from seizing. and destruction, of infringing goods. monetary damages and
an injunction against the sale ofoffensive goods. Infringement of intellectual property rights is a criminal
offence. and criminal proceedings may be initiated by the police.65Criminal remedies include
imprisonment for a maximum of seven years and /or fines up to Rp 100 million.

140. Trademarks are only recognized under indonesian law if registered in the country.

(c) Land tenure

141. Indonesia's land ownership policies are based on the principle that land is owned jointly by
the people and that the State is vested with the power to regulate ownership. Little land in Indonesia
is privately owned and this system of land ownership sometimes constrains the smooth functioning
of the market which is fundamental to efficient land utilization. Moreover, a number of complicated
and non-transparent and regulations make land transfers expensive and slow. There are currently
over 500 regulations. many at the provincial level. covering land allocation and pricing.

142. Indonesia has taken some steps to rectify this problem, with initial efforts concentrating on
updating and completing land titling and registration.66However, process has been slow; only
24 per cent of Indonesian rain-forest land is currently registered. Obtaining land-use rights over public
land, which are administered by the State through issuing land. building and environmental permits,
is still costly and complicated. presenting an obstacle to investment. Some deregulatory measures have
been taken. including delegation ofpower to issue certain permits. such as land allocation and building
permits. required by investors to regional authorities, and streamlining of procedures. Processing of
building and other permits can still be slow. Investors holding a land allocation permit, for example.
must negotiate agreed arrangements for the existing owner/occupier to vacate the land. an often slow

64Laws Nos. 6 of 1982 and 7 of 1987: Law No. 6 of 1989: and Law No. 19 of 1992.

65Indonesian authorities empowered to seize infringing production are police and civil investigators. Ifdone.
they are required to inform the holder of the right.

66The Government's policy, announced in early 1992, is to title and register all non-forest land within 25 years.
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and costly process. In June 1992, building permits were extended to foreign joint ventures, basically
for agricultural land.

(ii) Industrial development policies

143. Although greater private participation is being encouraged, Indonesia's policies on industrial
development continue to be based on a high degree of government regulation and control, such as
electricity. drinking water and railways. Public enterprises (PEs), often protected by trade barriers,
price controls and barriers to private entry, continue to dominate the manufacturing sector. In the
case of the fertilizer and salt industries. PEs are protected to support the Government's programmes
on food self-sufficiency and public health, respectively.

(a) Strategic manufacturing industries

144. Government designated "strategic" industries consist mainly of fertilizers, cement, textiles,
paper, steel, machinery. shipbuilding. transport equipment (including motor vehicles and aerospace),
telecommunications equipment. electronics, weapons, explosives,pharmaceuticals, electronics, printing
and publishing. The development of such industries is seen by the Government as a necessary
pre-condition for Indonesian development, and, as such. is closely controlled and regulated by the
Government. The Ministry of Industry is responsible for administering the fertilizers. cement, paper
and textiles industries. while the remaining industries are mainly supervised by the Strategic Industries
Management Agency (BPIS). formed in 1989.67

145. Ownership of the fertilizers. cement, steel, shipbuilding. transport equipment and
telecommunications equipment sectors, in particular. is heavily concentrated and dominated by PEs.
In some cases. such acertain transport equipment and telecommunications equipment industries, PEs
are monopolists, while the steel and shipbuilding sectors one each dominated by a single large PE.
According to the World Bank, PEs control the domestic supply of fertilizers; account for roughly
one-half of national capacity in shipbuilding and repair: about one-third of the market for cement:
almost one-tenth of the domestic needs of pulp and paper; and a minor share in textiles.
Government-owned assets in these areas account for about 95 per cent of total PE assets under the
supervision of the Ministry of Finance.

146. The strategic industries are supported by means of high tariffs. non-tariff measures, price controls
and investment restrictions. Many ofthe industries are dominated by PEs. In consequence, the strategic
industries are among the most highly assisted industries in Indonesia.

(b) Public sector enterprises (PEs)

147. Although the rôle of PEs in the economy has declined since the mid-1980s due to growth of
the private sector. they continue to dominate all important sectors of the economy. According to the
World Bank. there are over 180 PEs. producing some 15 per cent of GDP in 1990. down from
20 per cent in 1985. They currently employ some 2 per cent of the work force. PEs are mainly found
in industry, agriculture. finance, public works and transportation.

67In addition to the ten manufacturing enterprises supervised by BPIS, there are three pharmaceutical enterprises
under the Ministry of Health, and three printing and publishing companies administered jointly by the Ministries
of Finance, Education and Information.
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148. Overall, the PEs have had a poor operating and financial performance and the Government
has made some efforts to reform PEs and improve their efficiency, including a phased divestiture
programme and, to a lesser extent. privatization. Apart from overstaffing and mismanagement, the
commercial behaviour of many PEs is also adversely affected by requirements that they meet certain
social objectives. such as maintaining price stability. fostering technology development and assisting
the economically-weak sector.68 The PEs of strategic industries are particularly affected by these
non-commercial obligations." As a result, PEs, have averaged only a pre-tax rate of profit of around
4 per cent for the period 1987-91, many of which, especially among strategic PEs handled by BPIS.
have made consistently large losses.70 Financing the losses of PEs, through equity injections and
off-budget transfers, has been a major drain on the Government budget.

149. Government attempts to improve the operations and commercial viability of the PEs have only
met with limited success so far.71 Efforts have included attempts to restructure a number of PEs through
mergers, joint ventures and divestment by means of public share issues. A system for monitoring their
annual financial performance was also introduced in 1988, basedon a classification system for measuring
objectively the financial viability.72 In 1989, a system of multi-year corporate plans and annual work
programmes and budgets were introduced to supervise PEs. Restructuring strategies were to be devised
by the Ministry of Finance in conjunction with the ministries in charge of their development.

150. However, the corporate restructuring plans have been weak and slow to be adopted. and only
one firm has so far issued public shares." The Government has recently renewed efforts to reform
PEs. especially through increased divestment and privatization. and by opening up markets. such as
power and telecommunications, traditionally reserved for the public sector.74

68For example, a government decree requires that all PEs allocate 1-5 per cent of after-tax profits to support
economically-weak firms. This amounted to Rp 23.7 billion in 1990 and Rp 111.4 billion in 1992. PEs are
also required to devote time to assisting small firms.

69Financing plans for adopting high technologies, for example. is a major drain on the PEs of the strategic
industries administered. by the BPIS.

70According to a Ministry of Finance classification scheme for evaluating performance of PEs. the only two
firms recording profits are in the telecommunications equipment and explosives production, where monopolies
and captive markets exist. The losses of PEs in strategic industries accounted for almost half of all PE losses.

71The initial PE restructuring programme announced in 1989 was ambitious and aimed to compIete the
programme within 2 years.

72ln 1992 non-financial technical criteria. amounting to 30 per cent of the enterprise's overall evaluation.
were introduced as part of the PE performance monitoring. According to the classification, tne number of "sound"
and "very sound" PEs has increased steadily over the period 1987-91 from 66 to 105 firms, while the number
of less sound has remained constant at 29.

73Initially, some 52 companies were identified for divestiture. of which only one has been realized. Moreover.
only one has been liquidated (most liquidations have been handled through mergers), and during the period 1989-91.
nine new PEs were created.

74Two State-owned cement companies, PT Semen Padang and PT Semen Tonasa, were to have been publicly
listed by the end of 1993.
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(c) Industrial licensing

151. Indonesia's domestic (and foreign) investment licensing requirements have undergone progressive
liberalization. All sectors. except those contained in the Negative Investment List (Table III.4). which
are either completely or partially closed. are open to domestic (and foreign) private investment.

152. Although investment in sectors not on the negative list is open, all domestic and foreign direct
investment must be processed by BKPM and approved by the President Approved projects are eligible
for investment incentives, such as the duty-free importation of imported inputs in the first two years
ofcommercial operations. While BKPM investment approval is required. procedures and requirements
have been relaxed and streamlined in recent years. However. acquisition of land. building and
environmental permits normally need to be obtained at the provincial level, and may also operate to
restrict private investment (Chapter 11).

(d) Price and distribution controls

153. Indonesia continues to maintain extensive price controls over many privately and publicly
produced goods and services. Price controls on privately produced goods take the form of indicator
prices. which act as trigger prices for government intervention,. and regulated administered prices
(ex-factory and retail prices). They are usually justified on the grounds of meeting socially desirable
objectives. such as price stability and protecting the poor.

154. Prices of agricultural products. such as rice. wheat, sugar and soybeans, are controlled by
BULOG as part of the agricultural marketing arrangements. Prices of manufactured goods. such as
fuels. cement and fertilizer. are also government-controlled.75 Fuel prices. for example. have been
consistently set below world levels. thereby effectively subsidizing their use. However a major change
in lndionesia's fuel pricing policy was announced in January 1993 whereby prices were to be set at
international levels. At the same time. Indonesia raised retail prices for diesel. fuel oil and aviation
fuelbe on average of 24 per cent to world levels. This eliminated the fuel budgetary subsidy. which
had risen to some Rp 1 trillion per annum. To protect the poor. the kerosene subsidy was temporarily
retained at a reduced rate of 33 per cent. to be financed by a 66 per cent increase in the price of gasoline.

155. Cement production and marketing. including exports. are tightly controlled. If indicator prices
are exceeded. the Government intervenes to increase domestic supplies and reduce prices. As a result.
domestic cement prices have been held below international levels since 1987. Moreover. the Government
has regionally cartelized all cement producers and. by .setting cement prices to cover the production
costs of inefficient PEs. it has allowed handsome returns to be earned by the more efficient private
cement manufacturers. In the case of fertilizers. there are administered retail and ex-factory fertilizer
prices. set according to production costs and bearing little relation to world prices. along with marketing
quotas and other regulatory controls over distribution. including imports. These regulatory arrangements
have contributed to the development of an inefficient fertilizer industry in Indonesia.

156. Even in some cases where price controls have officially been removed. price fixing by private
producers and trade associations continues to be tolerated. In the case of pulp and paper. for example.
prices fixed on the basis of a consensus between producers. represented by the Pulp and Paper
Association. and consumer interests. are endorsed by the Government through the Directorate-General
of Chemicals. even though most price controls on these products have been abolished.

75Price changes for rice. fuels and f or - - require Presidential approval.
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(iii) Financial support

(a) Funding of Public Enterprises (PEs)

157. As mentioned above. substantial public expenditure goes into funding PEs in designated strategic
industries, such as fertilizers. cement, telecommunications, shipbuilding and aircraft manufacture.
However. as most of this funding takes the form of off-budget expenditures, it is rather difficult to
quantity the extent ofsuch financial assistance. The value of such assistance is. according to Indonesian
authorities, reported at annual shareholders' meetings.

(b) Research and Development (R&D)

158. R&D expenditure in Indonesia is predominantly funded by the pubic sector. According to
official estimates. total expenditure on R&D in 1991-92 amounted to Rp 945 billion which. although
lower than the level of Rp 1.034 billion in 1990-91, is well above the previous highest level of
Rp 662 billion in 1982-83.76 Based on these estimates. R&D expenditure was 0.0064 per cent ofGDP
in 1991-92, compared with 1.14 per cent in 1982-83. In 1091-92, more than four-fifths of R&D
expenditure was government-financed.

159. Responsibility for formulating and implementing lndonesia's policies towards technological
development rests with the Minister of Science and Technology. R&D activities are mainly directed
at achieving the Government's goal of generating highly technological and sophisticated industries,
including through funding of strategic industries by the Agency for Assessment and Application of
Technology (BPPT).77 In this regard. the aerospace industry is seen. through the public aircraft
manufacture PT IPTN. as Indonesia's leader in high technology development with advanced design.
engineering and manufacturing capabilities (Box IV.2). The Ministry for Research and Technology
co-ordinates programmes carried out by BPPT and five non-departmental governmental bodies (LPNDs).
which conduct the bulk of public R&D. Basic industrial research. under the responsibility of the
Ministry of Industry and its Agency for Industrial Research and Development. as well as general funding
of nine sectoral research institutes and five industrial research institutes. is relatively poorly funded.

160. In order to improve the effectiveness of technological development. strategic industries are
expected to lead the way by disseminating new processes and know-how. Strategic industries. especially
those PEs under the control of the Agency for Strategic Industries Management (BPIS), have a special
ròle to play in fostering R&D development.79

76Centre for the Analysis of Science and Technology development. Indonesian Institute of Science, and the
Science and Techonology Indicators of Indonesia. 1993.

77BPPT has the task of accelerating the long-term national development of Indonesia. and emphasises
technological assessment. adaptation and application.

78The LPNDs. established in the mid-1970s are LAPAN. LlPI. BATAN. BAROSURT. and cover the fields
of industrial technology. surveying. atomic energy. aeronautics and sciences.

"BPIS controls ten State-owned corporations. these being PT IPTN Nusantara (aircraft). PT PAL (shipbuilding):
PT Krakazau Steel. PT PINDAD (small arms and heavy equipment): Perum Dahana (explosives):PT INTI
(telecommunications); PT INKA (railway rolling stock): PT BRI (machine tools and equipment); PT BARATA
engineering services and foundry); and LEN (electronics).
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Trade Policy Review Mechanism

161. Agricultural research is handled mainly by the Ministry of Agriculture. Public expenditure
devoted to agricultural research has declined in real terms since 1986-87. and averages about 3.5 per cent

of total government spending on agriculture. Current expenditure on agricultural research represents
about 0.2 per cent of agricultural GDP. Most research expenditure has been directed to rice. largely
to the neglect of other important crops and livestock. Although extension services are run by the Ministry
ofAgriculture. additional funding. above the current 1 percent oftotal public expenditureon agriculture.

would help train and better equip extension agents for helping farmers.

(c) Input subsidies

162. Input subsidies. especially irrigation. and formerly on farm use of pesticides and fertilizers,
which are currently being phased-out. have traditionally been financed by the Government as a means

of improving water quality and assisting agricultural production to achieve the objective of food
self-sufficiency, especially for rice.

Fertilizer use

163. Subsidies on certain fertilizers and pesticides had grown to some Rp 600 billion annually during
the 1980s. absorbing over two-thirds of total public expenditure on agriculture. The termination of
the pesticide subsidies from 1 January 1989 reduced the annual drain on the budget by about half.

Box IV.2: High-technology development

Indonesia's efforts to target government R & D funding into high technology areas through protected and
highly regulated PEs have so far met with little commercial success. Domestic producers in the targeted
high-technology industries. including steel. shipbuilding. engineering. aerospace and telecommunications,
cater mainly for the protected domestic market.

An example of targeted public R&D programmes in Indoncsia is the operations of the state-owned
aircraft producer, PT Industri Pesawat Terbang Nusantara (IPBN). often seen as the flag ship of
Indonesia's high technology progress. Since its establishment, the firm has received US$1 billion in
public funding, but has yet to produce an internationally competitive aircraft or to become genuinely
profitable, taking capital expenses into account.

The Government's strategy for IPBN has been to use the manufacture of aircraft under licence for the
protected domestic market as a means of developing expertise that would enable it to successfully launch
itself into exporting competitively produced and designed aircraft. However, this has not yet eventuated.
partly because the captive domestic market is too small to generate the economies of scale necessary for
efficient aircraft manufacture. It has also had little success at exporting. Of the 230 aircraft
(130 helicopters and 100 fixed wing) built by IPTN, some 90 per cent have been sold to Indonesian
airlines. the military, police and Pertamina, the State-owned oil company.

IPTN's current project. the design and manufacture of a 50-seater turboprop aircraft (the N-250), is
scheduled for completion in 1995, five years after design completion. The company has just received an
interest-freegovernment loan of Rp 400 billion, financed from the re-afforestation fund, to support the
project.

Source: Based on World Bank (1993).
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164. Subsidies are available to all farmers using the main phosphatic and nitrogenous fertilizers:
urea.. TSP, ZA and MOP(KCL). However, the Government is committed to abolishing outright the
fertilizer subsidy during 1994.

Irrigation use

165. The provision of irrigation water has long been recognized as one of the most highly subsidized
inputs in Indonesia.80Because irrigation water remains essentially free of charge to farmers, it is used
inefficiently. Public investment in irrigation facilities during REPELITA V amounted to Rp 3.2 trillion
(expressed in 1989-90 prices), of which well over two-thirds was spent on constructing new irrigation
facilities. Although many publicly-funded irrigation projects are uneconomic, the Government is hesitant
to reduce irrigation expenditure in case it substantially reduces rice production.

166. Recently, Indonesia has taken some limited steps to introduce user charges for irrigation services.
There appears to be substantial scope to reduce public investment in irrigation and to introduce substantial
pricing reforms to recoup at least operating and maintenance costs.81

Natural gas

167. Some major industrial users of natural gas. especially the state-owned fertilizer and steel
manufacturers, continue to receive substantial subsidies provided by the Government. Although the
Government has moved closer to import parity pricing for petroleum products, the price of natural
gas is still fixed by presidential decree at USSI per BTU (British Thermal Unit). well below international
levels. The Government has indicated that these subsidy arrangements on gas are in the process of
being removed.

168. Fertilizer manufacturers are the major beneficiaries from subsidized natural gas, the main input
used in making nitrogenous fertilizers. Since the cost of urea production rises by an estimated
USS3 per ton for every USSI. 1 per million BTU rise in the price of natural gas, a subsidy rate of say
50 per cent would imply a reduction in urea production costs of some US$30 per tonne.

(d) Production subsidies

169. Although the fertilizer subsidy has been justified on the grounds of assisting farmers through
lower fertilizer prices as an important means of achieving agricultural efficiency. especially for rice,
other provisions ensure that the scheme operates to assist local manufacture of fertilizers. For example.
although imported fertilizers are no longer restricted, imports are tightly controlled by limiting their
distribution through designated cooperatives operated by PT Pusri. a State-owned fertilizer manufacturer.
Combined with administered ex-factory and retail prices as well as marketing quotas. this ensures that
a large share of the subsidy goes to domestic manufacturers (and to PT Pusri in the case of imported
fertilizers). by allowing them to charge prices above international levels. Although current figures

80It has been estimated that the cost cf irrigation was subsidized by more than 75 per cent (International Food
Policy Research Institute, Research Report 93, p. 13).

81World Bank analysis has suggested that there was scope to reduce public irrigation expenditure during
REPELITA VI by Rp 400 billion per year. equivalent to 75 per cent of the 1991 level.
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are not available, previous estimates hav. indicated that one-third of the subsidy in the past has accrued
to fertilizer manufacturers.82

(iv) Agricultural pricing and marketing arrangements

170. Indonesia has historically used a number ofagricultural policy instruments to influence domestic
agricultural prices and farm costs of production to meet its primary objectives of food security and
self-sufficiency. These measures include extensive agricultural marketing arrangements for major
commodities, underpinned by trade monopolies granted to State-trading entities and certain private
operators. These measures have also beenjustified on the grounds ofstabilizing consumer and producer
prices. thereby stabilizing farm incomes and supporting small and poor farmers.

171. The State-trading statutory entity. BULOG, along with its trade monopolies and other regulatory
controls, continues to operate marketing arrangements for major agricultural commodities, including
rice, wheat and wheat flour, sugar, soybean and soybean meal (Chapter V). Prices tend to be
substantially higher than international levels. In the case of rice, however. domestic prices have generally
tracked international levels quite closely. For other commodities, especially sugar and soybeans. domestic
prices have been consistently well above world levels.

82See previous Trade Policy Review Report on Indonesia (GATT. 1991).
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V. TRADE POLICIES AND PRACTICES BY SECTOR

(1) Overview

1. In the mid- 1980s, the Indonesian Government began to implement a programme of economic
reforms intended to transform the Indonesian economy from one reliant on inward-looking protectionism.
to a more diversified outward-looking economy. with sectoral development less influenced by government
intervention, and more by market forces. Since embarking on this strategy. the economy has made
substantial economic progress, of which an important feature has been industrial restructuring and
impressive non-oil manufactured export growth.

2. Despite substantial achievements, the transformation to a market-based economy remains
incomplete. The Indonesian economy is still dogged by relatively high and uneven levels of assistance
across sectors, thereby preventing the market mechanism from efficiently allocating resources. Wide
disparities persist both at the broad sectoral level, and between industries withineach sector (Table V. 1).

Table V.1
Protection levels afforded Indonesian industries. 1990 and 1992
(Rp billion and per cent)

Output Nominal rateofprotection Effective rate of protection

1987 1990 1992 1990 1992

Agriculture 27.352.6 1i 8 20 14

Forestry 2.1 11.2 38 -38 -42 -42

Fishing 2,526.9 20 12 25 19

Mining and quarrying includingg oil-refining) 29.975.3 (: O O O

Manufacturing 42,f0.8 13 12 59 52

Food. beverages and tobacco 18.V13.1 13 12 126 120

Textiles. clothing and footwear 4.382 4 12 12 35 34

Wood products 3.657.1 -5 -5 33 33

Paperproducts 1.042.1 13 12 20 20

Chemicals 3.276.4 5 4 13 12

Non-metalic products 4.006.9 14 13 49 44

Basic metals 2.393.6 6 6 10 10

Metal products (engineering) 5.606.9 38 28 139 82

Other manufacturing 302.3 26 26 79 R0

Alltradeables 104,646.8 S 7 13 12

Import-competing - 15 15 35 32

Export-competingª - .1 -1 l1 -1

Anti-trade biasb - - - 36 33

Q Negligible.
- No variable for this entry.

a Export-competing sector have been defined as those exporting more than 20 per cent of output.
b Calculated as (1 + effective rate on import-competing)/(1 + effective rate on export-competing) - 1.

Note: Nominal and effective rates of protection have been weighted by 1987 unassisted output and value-added. respectively. industry
groupings are according to lndonesia's input-output classification.

Source: World Bank.
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3. At the broadest sectoral level, effective protection (or assistance) afforded to manufacturing
by measures such as tariffs and import licensing is estimated to exceed that provided agriculture
(including forestry and fishing) and mining. Such effective protection to manufacturing remains above
50 per cent, compared to 19 per cent for fishing, 14 per cent for agriculture and minus 42 per cent
for forestry (1992 estimates). This disparity in the level ofprotection distorts resource allocation across
sectors, with the more highly protected sectors better able to compete for scarce domestic resources,
such as labour, land and capital, than sectors with lower protection. Moreover, the structure contains
a major anti-export bias; import-competing activities receive an average effective assistance of
32 per cent, while export-competing activities are negatively assisted (minus 1 per cent). Indeed,
Indonesia's overall protective structure penalizes exporting industries, of which all except two receive
below average assistance. Moreover. some two-thirds of industries receiving negative assistance are
export-competing (Chart V. 1).

4. The much lower assistance levels for agriculture. and, especially, forestry, is in part due to
the export restrictions, especially those on unprocessed logs, rubber and hides. used to promote
downstream value added industries. These tax the upstream activity, by reducing export receipts and
depressing domestic prices, while assisting downstream processors through effectively subsidizing inputs
which can be purchased at prices substantially below international levels. Although these polices may
successfully encourage the growth ofprocessed products, such as plywood. they nevertheless seriously
risk creating inefficient industries that are dependent on long term government support. Moreover,
although export controls, especially taxes, are often theoreticallyjustified as a means of enabling countries
to capture the rents from increased world prices for products in which they are perceived to have market
power. experience strongly suggests that. in practice. such policies are fraught with uncertainties. and
risk heavily penalizing efficient rural exporting industries.

5. Apart from export taxes or controls on raw materials. downstream industries are also fostered
by escalation in assistance levels, whether in tariff rates or some other form. Exporters are generally
not compensated for the adverse effects of protectionism on the costs of their inputs. despite drawback
schemes, etc.

6. Wide disparities of effective protection also exist within each sector (Chart V. 1 . Agricultural
assistance which, on average. approximates that afforded rice growing (it accounting for the bulk of
farm output). varies substantially, ranging from negative levels on palm and coconut oils to well over
50 percent for sugar. soybeans and peanuts. In many areas of food processing. high levels of assistance
to agricultural commodities, such as sugar and flour, increase the costs ofdownstream food processors.
Within forestry, effective assistance ranges from highly negative on sawn timber to well over 10 times
the economy-wide average for rattan, wooden and bamboo furniture.

7. Within the most highly assisted sector, manufacturing, excluding oil and gas. effective protection
ranges from 10 per cent on basic metals to 120 per cent on food, beverages and tobacco. Substantial
variations also occur within these broad industrial groups. For example, about one-quarter of
manufacturing industry groups. including certain food processing industries. such as wheat flour and
dairy products, receive effective rates of assistance of well over 10 times the economy-wide average.
while a further one-third are assisted by between 4 and 10 times the mean. Areas of high relative
effective assistance include cigarettes, alcoholic beverages, leather, footwear, wood products, such
as plywood, paints, tyres, ceramics, agricultural tools. electrical machinery, household appliances,
motor cars and cycles. These activities are either inward-looking or dualistic, with new segments of
export-competing firms co-existing with traditional inefficient firms that still cater for the domestic
market.
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Chart V.1 (cont'd)

Note: Effective increases are given for all tradeable industries from the Indonesian 1987 input-output classification. Average effective
rates are calculated by weighting each industry's level of assistance in 1992 by its share of va!ue added in 1987.

The effective rate of protection measures net assistance to an activity by taking into account assistance (e.g. input subsidies) and
penalties (e.g. tariffs) on the activity's inputs, as well as assistance provided on output. It is the percentage increase in an activity's
value added resulting from the assistance structure. High effective rates imply that the activity benefits substantially from government
assistance and that the activity's value-added would be much lower without assistance.

Industries are ranked in each category upwards in ascending order of effective assistance, i.e. wood and bamboo, at minus
43 per cent, is the least assisted industry while wheat flour, at 600 per cent, is the most highly assisted.

Industries receiving less assistance are penalized relative to other industries receiving more assistance, and those having negative
assistance are taxed relative to the unassisted (or free-trade) situation.

(Il after each industry denotes that it is assumed to be import-competing and (E) indicates an export-competing activity. For
import-competing products the benchmark or word price is assumed to be import parity (c.i.f. price of equivalent imports).
The word price for export-competing products is taken to be export parity (f.o.b. price of exports).

The anti-export bias inherent in the Indonesian assistance structure is illustrated by the fact that all export-competing industries
except two. receive below average assistance. Moreover. some two-thirds of industries receiving negative assistance are export-
competing.

Source: World Bank.

(2) Agricultural and primary products (Table AV. 1)

8. Farming and production of other primary products play an important rôle in the Indonesian
economy,although their share in GDP fell from 21 per cent in 1990 to 19 percent in 1992 (Table V.2).
The Indonesian population depends heavily on agriculture and related activities for its livelihood. Well
over half of the workforce is employed directly in agriculture. Nevertheless, despite their significance
in the domestic economy, agricultural commodities continue to account for a relatively minor share,
less than 10 per cent, of the country's exports; far more important as export earners are mining and
manufactured products (Chart V.2).

9. Indonesia's agricultural policies continue to be largeiy devoted to expanding food output to
achieve food self-sufficiency and security. Since self-sufficiency in rice production was attained during
the mid-1980s. these policies have focused more on other food commodities, mainly sugar, soybeans,
maize and dairying. Output of these and other products, is underpinned by extensive government
intervention, including price support programmes, high tariffs and import licences. Government-
subsidized provision of irrigation facilities, fertilizers and, in the past, other key inputs has also assisted
farm output. While a number of these measures have been dismantled, such as the phased removal
of the fertilizer subsidy and the abolition of import licences on certain products, some adverse features,
including substantial trade and other controls, remain.

10. Liberalization of agriculture under the reform programme has been less pronounced than that
of manufacturing. Relatively high tariffs, of up to 30 and 40 per cent, apply to many agricultural
commodities. The Government continues to control the production, export, import and marketing
of several major crops. Thus, BULOG (the National Logistics Bureau) operates price support schemes
and marketing controls for major crops, such as rice, sugar, wheat (and flour) as well as soybeans
(and meal), and maintains import monopolies over these products, as well as garlic, since June 1994.
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Strict import licensing restrictions, often controlled by State-owned entities and combined with both
formal and informal quotas, apply to other agricultural products, including dairying, where a local
content plan operates, and cloves. These restrictions insulate domestic producers from foreign
competition and, in some cases, underpin government-sanctioned domestic monopolies.

Table V.2
Gross domestic product (GDP) by economic sector, 1990-92
(Current prices in Rp billions, per cent)

1990 1991 1992
Sector Value Per cent Value Per cent Value Per cent

Agriculture and primary products 42.149 21.4 44.192 19.5 47.319 19.2

Food crops 25,908 13.2 25.826 11.4 26.918 11.2
Other crops 4,027 2.6 5.584 2.5 6.106 2.4
Estate crops 1,640 0.8 1.964 0.9 2,301 0.9
Livestock and products 4.368 2.2 5,032 2.2 5,657 2.2
Forestrv 1.855 0.9 1,987 0.9 2,088 0.8
Fishing 3.352 1.7 3.799 1.7 4.250 1.6

Mining and quarrying 25.448 12.9 30,901 17.6 36.750 11.9
Crude petroleum and natural gas 21,509 10.9 25,648 11.3 24.335 9.5
Other 3,940 2.0 5.253 2.3 12,415 4.8

Manufacturing 40.030 20.3 48.336 21.3 53.439 21.7
Petroleum products 3,561 1.8 4.311 1.9 4.933 1.9
Liquified natural gas 4.848 2.5 5.473 2.4 5.881 2.3
Other 31.621 16.1 38,553 17.0 42.625 16.6

Services 89,293 45.3 103,708 45.7 119.697 46.5
Electricity gas and water 1.258 0.6 1.575 0.7 1.673 0.8
Construction 10.749 5.5 12.856 5.7 15,094 6.2'
Trade. hotel and restaurant 33.873 17.2 37,726 16.6 42.670 16.4
Transport and communication 11.000 5.6 13.467 5.9 16,088 6.5
Banking and finance 8,287 4.2 10,084 4.4 11.731 4.8
Housing 4.891 2.5 5.925 2.6 6.630 2.5
Government 12.801 6.5 14.622 6.4 17.283 6.6
Other 6.434 3.3 7.453 3.3 8.528 3.4

Total 196,919 100.0 227.136 100.0 ?57.194 100.0

Note: Industry groupings are according to Indonesia's input-output classification.

Source: Bank Indonesia. Report for the Financial Year 1992-93. p.132.
Central Bureau of Statistics.

11. In addition, an extensive network of export restrictions covers key agricultural commodities.
These include sole exporting rights by BULOG over products under its control; supervision, under
ministerial approval, of exports of salt, certain live animals, soybeans, and crude vegetable oils, like
coconut oil; restriction of exports of coffee, cassava, certain ores and forest produces to approved
exporters; outright bans on certain low grade rubber, some live fish and reptile hides; and export
taxes, at combined rates varying from 5 to 50 per cent, on products. such as palm nuts, light pepper,
hides. leather and. since 1 September 1994, the variable export tax at rates of from 40 to 75 per cent
applied to crude palm oil and olein. These export controls are often intended to ensure adequate domestic
supplies for downstream processors: by diverting supplies onto the home market, they depress domestic
prices, benefitting processors at the expense of farmers. Export controls may thus carry significant
economic and social costs.
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ChartV.2
Merchandise exports by sector and major commodity group,
1992-93

By sector By major commodity group

Other manufactured
Manufacturing Mining(including products Electrical appliances

Ig~~~~~~fand Cas 41/

36%tur Minerals
Footwear

Fishing Oiland gas products

8 % 4% Rubber and products
palm oil Tea. coffee 2%
4% and spices

TOTAL EXPORTS: MILLION US$35,303 1%

Soure: Government of Indonesia

12. Many agricultural exports, such as coffee, rubber and certain spices, are covered by compulsory
minimum export standards, aimed primarily at improving quality. Trade associations. although their
rôle has been greatly reduced by the deregulatory changes implemented since 1990. continue to control
the marketing of some products. such as coffee exports through the Stock Retention Scheme recently
introduced and run by the Coffee Exporters' Association (Chapter V.2(iii)).

13. Since 1992, physical export controls in raw timber. lumber and rattan have been replaced by
export taxes at levels that appear prohibitive. Such taxes. together with the requirement that. logging
concessionaires must operate a wood processing factory, have fuelled the development of plywood
plants, making Indonesia the world's largest plywood exporter. However, the export arrangements
have depressed domestic log prices by up to 50 per cent and contributed to an expansion of inefficient
plywood manufacture which would be uneconomical at world prices for logs. As discussed below,
the effects on logging and forest conservation are unclear, because of the ties between logging and
plywood manufacturing enterprises.

14. Available evidence suggests that rural activities, including forestry. fishing and agriculture,
have, on balance, received relatively moderate to low, and even negative, effective protection. The
average weightedd by value added) effective rate of protection in 1992 for rural activities ranged from
minus 42 per cent for forestry to 19 per cent for fishing. However, these averages mask substantial
disparities in assistance levels within agricultural activities (Chart V.2). Highly assisted, less economic
commodities, such as sugar cane. soybeans and milk, for which domestic prices have consistently been
well above international levels, have expanded at the expense of other commodities, such as certain
cereals, especially rice, that can be grown in Indonesia ai costs more closely resembling world levels.
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15. Overall, Indonesia's farm and forestry policies still contain adegree ofanti-rural bias, effectively
taxing farm and log production; this misallocates Indonesian resources. by drawing them out of lowly
assisted rural activities into more highly assisted and less efficient uses, both within and outside the
rural sector. While production of some other crops, such as fruit and vegetables, has developed in
recent years, the farm sector remains dominated by a few major traditional crops, including rice and
maize, palm oil. rubber. soybeans and sugar cane. In many of these areas protectionist agricultural
policies are also emerging as major hindrances to the development of potentially efficient, export-oriented
downstream industries, such as food processing.

(i) Livestock and dairying

16. The livestock and dairying sector in Indonesia accounted for about 11 per cent of Indonesia's
total agricultural output in 1990 (Table V.2).

(a) Livestock

17. Animal husbandry is important to Indonesia's rural economy. and covers mainly the raising
of beef cattle. poultry, goats. pigs. sheep and buffalo, often on a subsistence basis (Table V.3). Over
half of the value of output of live animals in poultry.

Table V.3
Livestock population in Indonesia, 1985-91
(Million animals)

1985 1988 1989 1990 199IP

Beef cattle 9.3 9.8 1(.1 10.4 10.'

Milk cows 0.2 0.3 .3 0.3 0.3

Buffalos 3.2 3.2 3.2 3.3 3.3

Goats 9.6 10.6 11.0 11.4 11.5

Sheep 4.9 5.8 5.9 6.0 6.1

Pigs 5.6 6.5 6.9 7.1 7.7

Horses 0.7 0.7 0.7 0.7 0.7

Chickens 331.2 448.3 494.8 580.2 663.8

Ducks 23.9 25.0 24.3 25.6 25.4

p Preliminary.

Source: UNIDO (1993). p. 96.

18. Most animal husbandry continues to be carried out by smallholders. using largely outdated
practices. Since 1990 the Government has actively encouraged the development of the livestock sector.
both by smallholders and by large-scale private investors. The Nucleus Estate and Smallholder Scheme
required large commercial ranches and livestock breeding enterprises to support smallholders. Large-
scale imports of breeding stock and government-funded programmes have helped improve Indonesia's
herd size and quality, and the output of livestock products has grown rapidly.

19. Tariffs on live animals range from free to 40 per cent, and yield a simple average rate of
8 per cent. AIl pure-bred animals may be imported for breeding purposes at zero duty, while imports
ofmost other live animals are dutiable at 15 per cent. Imports of silk worms and cows for non-breeding
purposes are duty free. Importation of live animals is subject to quarantine and health regulations.
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20. Imports are free of surcharges except for imported race horses which are subject to a 25 per cent
additional surcharge on the basic tariffof ! 5 per cent. Imports of fowls of the species gallus domesticus
are covered by producer importer (IP) licences if imported for breeding purposes.

21. Exports of all live cows buffalo. sheep. goats, and pure-bred breeding horses are supervised
and require ministerial approval. Exports of certain live animals, including dogs and cats are banned.

22. The domestic demand for dairy cattle is increased by a local content plan applied to domestic
milk, described below. Farmers, however, have had difficulty meeting the high demand for dairy
cattie and the Government has provided concessional loans to farmers to import dairy cows aimed
at improving herd quantity and quality.

23. Restrictions on private investment in poultry raising, which required 65 per cent of production
to be exported, were lifted in June 1993.

(b) Dairying

24. The Government seeks to expand dairy farming to increase self-sufficiency. In addition to
uniform tariffs of 30 per cent on imported unprocessed milk products, the Government requires dairy
processors to purchase one unit of locally-made milk for every 1.25 units of imported milk (reduced
from 2 units in 1993). Milkproduction declined slightly from 360 million litres in 1991 toanestimated
352 million litres in 1992 (Table V.4). However. this meets around 42 per cent of domestic
consumption.

(ii) Fruit, vegetables and nuts

25. Indonesia produces a variety of fruit and vegetables. mainly for fresh home consumption.
Vegetables grown in Indonesia include onions as well as potatoes cabbages, carrots and beans. Fruit
grown includes mainly bananas mangoes, oranges, waterapples. papaya and pineapples (Table V.4).
Production of fruit and vegetables is projected to increase under REPELITA VI from 9.8 million tonnes
in 1993 to well over 12 million tonnes in 1998-99.

26. Import licences applying to fresh fruit and vegetables have virtually all been removed since
1990. Garlic imports, previously controlled by a formal quota and registered importer (IT) licences
that restricted imports to an approved private importer were moved to BULOG control in June 1994.

27. Import licences have been removed without increasing tariffs or imposing surcharges. Overall.
tariffs on fresh vegetables average, on an unweighted basis, 27 per cent with the principal exception
of alliaceous vegetables such as onions shallots garlic and leeks, which, if imported, are dutiable
at 10 per cent, fresh vegetables are importable at a tariff of 30 per cent.

28. Tariffs on imported fresh fruit and nuts range from 5 to 30 per cent with a simple average
of 23 per cent. Tariffs ofmainly 20and 30percent apply to imported fresh fruit. Provincial regulations
had until December 1993 when PT Bima Citra Mandiri withdrew from the market created a monopoly
for the citrus trade in West Kalimantan: citrus growers were required to sell their fruit to specified
co-operatives, which in turn sold the fruit to a consortium ofprivate traders. Although these marketing
arrangements were aimed at stabilizing farm prices for fruit the monopoly had increased fruit prices
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to consumers, while at the same time reducing prices received by many farmers.¹ Nuts generally bear
a tariff of 10 per cent. However, Brazil and cashew nuts are dutiable at 30 per cent, while coconuts
are dutiable at 5 per cent.

Table V.4
Output of major agricultural products, 1990.92
(Thousands of tonnes unless otherwise specified)

... Not available.
a Preliminary figures.
b Paddy production.
c In tonnes.

d In millions of litres
e In '000 cubic metres.

Source: Government of Indonesia

were intended to be taken over and co-ordinated by the provincial government.

1990 1991 1992

Foodstuffs
Riceb 45.179 44,689 47.769
Corn (maize) 6,734 6.256 7.987
Cassava 15,830 15.954 16.318
Sweet potatoes 1,971 2,039 2,172
Soybeans (shelled) 1,487 1,555 1.8RI
Cabbages 1,072
Peanuts (groundnuts) 651 652 738
Shallots 495
Mung beans 273 237 301
Spring onions 238
Carrots 172 ... .
Bananas 2.411 ... ...

Mangoes 509 ...

Waterapples 367
Papaya 350 ...

Pineapple 390
Oranges 254

Cash crops
Rubber ;.275 1.284 1,309
Palm oil 2,413 2.65é1 3-204
Palm kernel 504 551 643
Coconut/copra 2.332 2.337 2.371
Coffee 413 419 452
Tea 155 159 163
Claves 66 94 75
Pepper 70 69 70
Nutmeg 16 17 17
Tobacco 156 161 141
Sugar cane 2,119 2.253 2.348
Cotton' 32.857 13,443 14.421

Livestock products
Meat 1.028 1.099 1.232
Eggs 484 510 575
Milk 346 360 352

Fisheries
Saltwater 2.370 2,505 2.655
Freshwater 793 807 844

Forestry*
Teak wood 780 778 765
Other 25.312 23.892 25.213

¹Marketing arrangementswereintendedtobetakenoverandco-ordinatedbytheprovincial government.
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29. Nuts are no longer covered by import licences. However, a floor price scheme continues to
be operated on peanuts by BULOG. Total production of peanuts is projected under REPELITA Vi
to increase by 20 per cent some to over 1.2 million tons between 1993 and 1998-99.

(iii) Coffee. tea and spices

(a) Coffee and tea

30. Indonesia is a leading producer of coffee and tea; although tea-growing has a relatively long
history in Indonesia. coffee-growing has expanded mostly since the 1970s. Tea and coffee are generally
exported with only minimal processing. In 1992, coffee productionwas estimated tobe452,000 tonnes.
up from 419,000 tonnes in 1991, while tea output was 163,000 tonnes in 1992, up from 159,000 tonnes
in 1991.

31. Indonesia is the third largest supplier of coffee after Brazil and Colombia, and the largest exporter
of robusta coffee. Until the price increases in 1994. exports had been adversely affected by falling
international prices for coffee; the value of experts fell from US$603 million in 1988-89 (October-
September) to US$336 million in 1992-93.² Coffee experts were also affected by a switch in demand
in major world markets away from robusta varieties to mild arabica types.

32. Unroasted coffee is importable at tariffs of either free or 30 per cent depending on type and
quality. while roasted coffee imports mainly attract a duty of 30 per cent. All tea is importable at
a tariff of 30 per cent. Coffee and tea imports are free from import licences and surcharges.

33. Experts of roasted and unroasted coffee including husks and skins, are regulated; exporters
must beapproved by the Ministry of Trade.³ Following the re-introduction of the International Coffee
Agreement in 1993. Indonesia has implemented, from 1 April 1994. a coffee retention scheme to control
experts.4 This scheme requires coffee exporters to purchase for retention surplus coffee when
international prices fall to US$065 per lb or below; stored coffee may be sold when world prices
exceed US$0.70 per lb. The volume ofcoffee subject to retention varies inversely with the international
coffee price. At world prices below US$0.60 per lb, a maximum of 20 per cent of the exporter's sales
must be retained. while at prices from US$0.601 to US$.65 per lb the maximum retention amount
is reduced to 10 per cent of coffee experts. No retention ofcoffee is required at prices above US$0.65.

34. These arrangements require approved exporters to obtain a coffee export approval letter issued
by the Ministry of Trade. This is conditional on the exporter possessing coffee deposit certificates
that show his retention obligation has been met. Coffee subject to retention must be stored at approved
warehouses. The costs of the coffee retention scheme and the control and inspection operations of
the Government-owned inspection company. PT Sucofindo are borne by the effect exporters. They
are also required. subject to penalties for non-compliance. te pay farmers at least 60 per cent of the

²International prices for coffee have recently surged tohigh levels. due to the re-introduction of expert restraints
under the International Coffee Agreement as well as recent production shortages in major suppliers, such as in
Brazil where frost ruined a substantial share of the crop.

³To be a registered coffee exporter, the firm must be a .- rn. ber of the Indonesian Coffee Exporters' Association.

4Indonesia's former quota system for coffee experts was suspended in 1989 following the cessation of the
InternationalCoffee Agreement.
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f.o.b. export price of dry processed quality IV Robusta coffee (the main coffee grade exported by
Indonesia).5

35. Most coffee in Indonesia is of medium and low-grade (quality IV) coffee produced almost entirely
by smallholders. Coffee is sold to village traders who in turn sell to provincial wholesalers. Approved
exporters buy from these wholesalers. The authorities have attempted to improve the quality of coffee
exports by applying compulsory quality tests. The success of these requirements, however, is highly
questionable. They have simply encouraged poor quality coffee to be diverted onto the domestic market,
or te be blended with higher quality coffee for export.

36. More effective than administrative controls in improving coffee quality would be to reform
Indonesia's coffee production and marketing system so as to provide greater price incentives for
smallholders to grow higher quality coffee. At the moment, the price premiums offered on higher
quality coffee inadequately compensate farmers for the added costs involved, including the greater
risks associated with price fluctuations during the growing season. These risks must be borne by farmers
because no futures market exists. Given these constraints, growing lower priced inferior grade coffee
may therefore be commercially rational, since there is an abundant export demand for its use in instant
coffee.

(b) Spices

37. The spice industry in Indonesia specializes in the production of cloves, pepper, nutmeg and
mace. In Indonesia however cloves are used largely to manufacture kretek cigarettes. Production
of cloves in 1992 was estimated at 75,000 tonnes in 1992 down from 84,000 tonnes in 1991 (Table V.4).
Pepper and nutmeg production in 1992 amounted to an estimated 70.000 and 17.000 tonnes. respectively.
Pepper exports amounted to an estimated US$66 million in 1992-93, down from US$69 million in
the previous year.

38. Imports of cloves are dutiable at 5 per cent: other spices bear a tariff of 30 per cent. While
other spices are free from import licences. clove imports are subject to IT licences and can only be
made through a semi-official private agency called the Agency for Clove Procurement (BPPC), which
also allocates clove imports among domestic users. including kretek cigarette manufacturers. The BPPC.
which was established in 1990 with sole marketing rights sanctioned by the Government, received
subsidized loans from State banks and the Covernment.6 These arrangements have provided substantial
profits to BPPC at the expense ofclove farmers and consumers. including kretek cigarette manufactures.
through being able to use its government-sanctioned market power to maximize the spread between
prices it pays to farmers and those charged to consumers (Chapter V 4(iii)(b)).

39. The Government attemps to control the production and marketing of cloves through the operation
of a floor price scheme in 14 main production areas. administered through rural village cooperatives
(KUDs). AIl cloves, including purchases by clove cigarette manufacturers and from outside the

5Penalties can include revocation of approved exporter stands by the Ministry of Trade for repeated (more
than 3) infringements.

The cosortium was backed by Rp 760 billion in subsidized government loans. Following a request from
the consortium in early 1992, its subsidized loan repayments wererescheduled.
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designated main areas by the privately-owned BPPC, must be auctioned and purchased through KUDs.7
The floor price scheme has not been able to maintain prices in the face ofover-production. The domestic
price for cloves has recently fallen substantially below the reduced floor price. currently set at Rp 7,900
per kg. Clove stocks by the cigarette manufacturers and the State-owned company, PT Kerta Niaga,
which have repeatedly been encouraged by the Government to purchase cloves in support of the floor
price. remain at high levels.8

40. Indonesia dominates the world market for nutmeg and mace, supplying some 75 per cent of
the world's nutmeg and mace exports. (The major other world producer is Grenada.) These spices
are farmed in Indonesia by smallholders in North Sulawesi, Maluku, Aceh, West Java and West Sumatra.
Farmers sell to local traders, village co-operatives (KUDs) and directly to exporters.

41. In May 1990, following the collapse of an international cartel agreement between Indonesian
and Grenadan exporter associations, the Indonesian Government deregulated nutmeg and mace exports.
These had previously. since 1986, been regulated and restricted to approved exporters, who were limited
to members of the Nutmeg Trade Association (ASPIN). Higher world prices induced by this cartel
arrangement produced an oversupply of nutmeg, both externally and within Indonesia, and approved
Indonesian exporters had difficulties selling supplies. Despite attempts by the Indonesian Joint Marketing
Board to defend these higher prices, the cartel eventually collapsed as Indonesian exporters began selling
outside the agreement. Domestic prices plummeted to below world levels, which have also continued
to decline. The subsequent removal of Indonesian expert controls on nutmeg greatly reduced the
marketing powers of the Nutmeg Trade Association.9

42. Exports of mace. nutmeg, fresh ginger and cardamom are still subject to minimum export quality
controls. Light white and black pepper exports are taxed at a rate of 10 per cent, and subject to check
f.o.b. prices of US$0.55 and US$0.40 per lb., respectively.

7In 1993, BPPC transferred the responsibility of clove procurement and stock management to the village
co-operatives, while maintaining the exclusive rightt to sell cloves to cigarette manufacturers, and retaining the
right to sell its existing stocks (equivalent to 2 year's consumption) before acquiring new levels. KUDs have
beer burdened with having to purchaseand store cloves which will be difficult to sell. These arrangements are
expected to cost KUDs some Rp 1,000 billion.

8Clove production, estimated at 135,000 tonnes in 1994, is expected to be well above consumption of 100,000
tonnes. Consequentially, farmers are encountering major difficulties selling their 1994 crop to KUDs which
are increasingly unable to purchase the crop. The Jakarta Post, 3 July 1994.

9Since the collapse of the agreement and the deregulation of Indonesian exports, international prices have
continued to slip downwards. Thus, although it may appear that the cartel arrangement was relatively successful
in raising international prices in the medium-term from 1986-89, its subsequent demise casts serious doubts on
whether these policies were in the longer term interests ofIndonesian farmers. Inevitable problems ofcontrolling
supply responses induced by the higher prices, together with reduced world demand for the products, eventually
led to these arrangements collapsing, leaving a legacy ofoversupply and continued abnormally low world prices.
The current difficulties encountered by the Indonesian cloves industry following export deregulation largely stem
from the efforts to raise prices by controlling exports during 1986-90, which may have caused an irreversible
decrease in world consumption.
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(iv) Cereals

43. The main cereal grown in Indonesia is rice, followed by maize (Table V.4). Indonesia has.
in line with government policies, been self-sufficient in rice since the early 1980s. Paddy rice production
increased by some 7 per cent to 44.7 million tonnes in 1992. Rice is the staple food in Indonesia;
it is mainly consumed as grain, there being little processing into flour. Rice production is planned
to rise to 53.2 million tonnes by 1988-89 under REPELITA VI. Indonesia exports small amounts of
rice in some years. largely under countertrade arrangements.

44. Tariff rates on imported cereals have an unweighted average of 4 per cent. Wheat and rice,
although duty free. can only be imported by the State-trading entity, BULOG. Other cereals are
importable free of licensing at a tariff of 5 per cent. Rice and wheat are exportable only by BULOG;
other cereals are free of export controls. Certain husked brown rice is. however, supervised and
therefore requires export approval.

45. By controlling rice production and marketing including rice imports. through BULOG, the
Government has expanded rice growing through its price support programme. BULOG operates a
floor price scheme under which rice in all major areas is purchased from farmers at a floor price which,
along with the ceiling price to consumers. is fixed annually by the Government. In setting the floor
price for unhusked rice, the Government uses a complex formula that takes account of such factors
as the production costs of rice. farm income levels. potential inflationary effects of higher rice prices,
international price movements, as well as the costs to the Government of supporting the floor price.
The floor price was increased from Rp 330 to 340 per kg. on 1 January 1993.

46. The spread between the floor and ceiling prices set by the Government has been sufficiently
wide to attract an extensive private marketing network for rice. Well over 90 per cent ofrice is marketed
by private traders under competitive conditions; BULOG generally procures less than 10 per cent
of annual production. However through its buffer stocks. combined with price and import controls.
BULOG is able to maintain domestic rice prices within the set levels. The Government's approach
of generally keeping domestic rice prices rrasonably in line with international levels, at less than
10 per cent above world prices has substantially reduced the production and consumption distortions
resulting from these interventionist policies while attaining self-sufficiency in rice.

47. Aithough domestic rice prices have been held within a narrow band above import parity prices.
the financial cost of BULOG's operations has become an increasing drain on the government budget.
Its nice operations are financed mainly through a budgetary transfer which more than meets BULOG's
procurement costs on rice allowances provided to civil servants and the military.'° The difference
between the negotiated "shadow" price and the floor price at which BULOG procures rice used as
allowances represents surplus to BULOG which is used to meet most (80-90 per cent) of its operational
expenses. In 1993-94 the estimated surplus transferred to BULOG was Rp 171 billion.

48. Rice and, to a lesser extent maize-growing in Indonesia has also benefited from substantial
Government financial support, including expenditure under various rice intensification programmes.
aimed at promoting rice production through the provision of subsidized farm credit and extension
services. In addition, rice farmers have, in the past been major beneficiaries of fertilizer subsidies

10BULOG is responsible for providing weekly allowances of specified quantities of rice to civil servants and
military personnel. A "shadow" price for rinc. negotiated annually between BULOG and the Ministry ofFinance,
is used to determine the size of the budgetary transfer. The rice allowance transferred to BULOG in the 1993-94
Budget was Rp 905 billion.
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and of the public provision of irrigation facilities. In recent years, some farmers have been precluded
from the choice of growing rice by being required to meet certain target production levels for other
crops, especially sugar and soybeans.

49. Price policy has not played a major rôle in expanding Indonesia's corn (maize) production.
Although BULOG operated a floor price scheme for corn until January 1991, production incentives
were hardIy affected. This was because past floor prices had been maintained consistently well below
market prices, which themselves had closely tracked international levels. Government purchases of
corn had generally been less than 1 per cent of production.

(v) Oilseeds

50. As a designated strategic commodity soybean production marketing and importation has been
controlled by the Government as part ofits historical goal ofachieving self-sufficiency. As government
policy is to replace imports with domestic production, imports of soybeans are only allowed to meet
shortfalls in domestic output. Soybean production in 1992 was estimated to be 1.9 billion tonnes, up
from 1.5 billion tonnes in 1991 (Table V.4); it is used in products such as milk, curd, soya sauce
and meal as well as the production of oil for use in cooking and cosmetics.

51. BULOG and its appointed trading companies have a monopoly on imports of soybeans and
soybean mea which both attract a tariff of 10 per cent. To satisfy domestic demand for soybeans.
which have become an increasingly important foodstuff. BULOG imports substantial quantities of
soybeans and soyameal. Imported soybeans are generally of a much higher quality than domestically-
grown soybeans.

52. Soybean prices are again controlled by BULOG through a floor price scheme. The floor price
is effectively determined by the price at which BULOG sells imported soybeans to private traders.
Since these are sold at prices well above import parity. these arrangements maintain domestic prices
well above world levels. Indeed, soybean production is one of the most protected commodities in
Indonesia. The consistently higher domestic prices for soybeans estimated to be more than 50 per cent
above world prices in 1993, also increase the prices of soybean derivatives thereby penalizing
downstream processors.

53. Apart from high price support, soybean-growing has also been encouraged by government
targeting of substantial new areas for soybeans through various intensification programmes. often
involving the provision of improved seeds. concessional credit and fertilizer subsidies. However, growing
soybeans in Indonesia appears to be an economically unattractive activity requiring substantial
governmental assistance; as such it would appear to represent an inefficient use of the country's resources
which through its adverse effects on food producers, adds substantially to the Indonesian high-cost
economy. Soybean production dispiaces land that could be better used to produce other crops, such
as corn and cassava, that are more economic.

54. Following the opening in 1988 of a private crushing piant, PT Sarpindo, government policy
has been to replace imports with domestically crushed soymeal.11 BULOG. which also controls imports
of soyameal, supplies imported soybeans to PT Sarpindo for crushing under contract. In addition to

receiving - cru., ing fee, reported to be Rp 34.50 per kg of meal PT Sarpindo is allowed to retain

11Prior to the establishment of the crushing mill by PT Sarpindo in 1988, BULOG allowed private importers
to import soymeal under a special licence.
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for sale, free of charge, the soybean oil that is a by-product of the crushing process.12 BULOG sells
locally-crushed soyameal to users. including local feed mills, at prices fixed by the Ministry of Finance.
Domestic prices for soyameal have historically been set substantially above import parity, but below
the tariff-inclusive price of imports13In 1993, it was estimated that domestic prices for soyameal
were over 20 per cent higher than import parity.14

55. While BULOG allows soyameal to be imported by users under producer importer (IP) licences,
a local content plan applies to soybean meal used by animal feed manufacturers. The plan was introduced
in June 1993 when the import surcharge of 35 per cent on soyameal was abolished. Animal feed mills
wishing to import soyameal under IP licences must now purchase iocally-crushed soyameal from BULOG
in the ratio of 70:30 (imports to locally-produced).15 Although feed manufacturers meeting these local
content provisions can import soyameal at a relatively low tariff of 5 per cent, the plan requires them
to purchase domestic soyameal at much higher prices. The current arrangements still enable the domestic
price of soyameal to be maintained well above import parity. Indeed, although lowering the "blended"
marginal cost of soyameal used by feed manufacturers (see section 4(ii)), the new arrangements are
likely to do little lowering the domestic soyameal price to more closely reflect international levels.

56. Imports of oilseeds, apart from soybeans, are free of licensing and subject to tariffs ofmainly
10 per cent. Peanut imports are dutiable at a tariff of 30 per cent.

57. Exports of soybeans, palm kernel seeds and kapok seeds are supervised and require ministerial
approval.

(vi) Tobacco

58. Indonesia grows a number of different types of tobacco, including several local varieties, Virginia
tobacco and specialized cigar tobaccos. Smallholder grown tobaccos and estate-grown Virginia leaf
are mainly consumed domestically. while cigar tobaccos are exported after only minimal processing.
Tobacco production declined in 1992 to 141,000 tonnes from 161.000 tonnes in 1992, of which about
one-third was Virginia leaf, and over one-half was smallholder production of local varieties.

59. Unmanufactured tobacco is importable in Indonesia without licence and at a tariff rate of
15 per cent. According to Indonesian authorities there are no other restrictions against imports of
unprocessed tobacco leaf.

12This adds considerably to the crushing costs paid by BULOG. For example based on the f.o.b. export
price of soybean oil in mid- 1993 of US$520 per tonne this makes a total crushing charge, inclusive of the fee,
of Rp 280 per kg. of soyameal produced. Representing well above half of the import parity price of soybean
meal, this makes the crushing cost high by international standards.

13Despite selling soyameal to feed manufacturers at above import parity, BULOG appears to make a net loss
on such sales. after allowing for transaction and other costs. of some 20 per cent of the sale price of soyameal.

"Several studies have indicated that the quality of locally produced meal is inferior in protein content to
imported meals.

15Local content requirements were cased in June 1994 when the proportion of home-produced soyameal to
be purchased by feed mills was reduced from 40 per cent.
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(vii) Rubber

60. Natural rubber is an important traditional export crop of Indonesia, accounting for some
4 per cent of non-oil exports in 1992-93. Indonesia is the world's third largest natural rubber producer,
having been overtaken by Thailand for second place in 1990. Some 85 per cent of rubber is exported
as crude rubber with only minimal processing. Three-quarters of Indonesia's rubber is grown by
smallholders, the rest coming from both State-owned and private plantations.

61. Latex yields in Indonesia are low relative to other major producers. This largely reflects little
government technical and financial assistance to help Indonesian smallholders introduce higher yielding
varieties. Indonesian rubber has also been adversely affected by excessive quantities of twigs, wood
chips and leaves.

62. Exports of low-quality rubber is banned. partly in order to improve the quality of rubber exports.
Exports must be processed into crumb rubber that conforms to the technical specifications of the Standard
Indonesian Rubber (SIR) grading system. This has produced an expansion in the number of crumb
rubber factories. Consequently the country's exports are dominated by technically-specified varieties.
However, the production of low quality rubber remains a problem largely due to low prices confronted
by smallholders; the price premiums on higher quality rubber are insufficient to cover the higher costs
in achieving such quality.

63. Imports of natural rubber are dutiable at rates of either 5 or 10 per cent. Imports of technically
specified standard natural rubber from all countries, specifically including Malaysia Singapore and
Thailand are subject, if imported to a tariff rate of 20 percent. Imports of standard Indonesian rubber
of all types, except for one grade (SIR 3 CV) which is dutiable at 20 per cent, enter at a tariff rate
of 5 per cent.

64. Tighter competition is being experienced on the export market from traditional suppliers like
Thailand and Malaysia as well as new producers such as Viet Nam. Although further demestic
processing of rubber into rubber products has been historically limited, the rubber products industry
has shown some expansion, especially in the production oftyres. tubes and sports shoes. Downstream
users. especially tyre manufacturers. have benefitted from the export controls on semi-processed rubber.
By suppressing domestic rubber prices. these controls provide an effective input subsidy to rubber
users. It has been estimated that the domestic price of low-grade rubber has been reduced below world
levels by some 30-40 per cent.

(viii) Cotton

65. Indonesia's production of cotton has declined substantially since the complete relaxation of
import restrictions on cotton in 1987. when the local content provisions on using domestic cotton were
lifted. Cotton imports are free of tariffs.

66. Because of the limited supply and inferior quality of Indonesian cotton. the removal of import
restrictions on cotton has been an important factor behind the substantial growth in the Indonesian textile
industry during the 1990s. The textile industry relies on imported cotton for more than 90 per cent
of its requirements. Access to imported cotton at world prices has enabled Indonesian producers to
maintain their price and quality competitiveness with other world suppliers.
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(ix) Forestry and logging

67. The latest estimates indicate that Indonesia has 130 million hectares of natural forests, of which
some 81 million hectares are productive. Timber reserves are estimated to be some 2.4 billion cubic
metres oftimber. Indonesia is also the world's leading producer of rattan products. Indonesia's forestry
industry has developed as an important export-oriented industry.

68. There are currently some 500 timber concessionaries licensed in Indonesia. They are responsible
for harvesting some 800,000 hectares annually, using selective cutting and replanting techniques.
Investment in logging is under the control of the Ministry of Forestry. To obtain logging concessions.
companies are required to establish wood-processing facilities in close proximity to their forest operations.
This requirement has mainly benefited plywood manufacturers, which have experienced substantial
growth in recent years with many new factories being established. Firms failing to meet their
commitments risk losing their logging concessions.16

69. As well as being required to implement sustainable management of forests through adoption
of selective cutting programmes concessionaires must pay royalties to the government and contribute
to reafforestation funds. Payments to the reafforestation fund, at US$ 10 per cubic metre of cut timber,
are intended to be used for Government finance of reafforestation activities, including the return of
funds to concessionaires replanting their own forests.

70. The Government has taken recent steps to increase logging fees. Fees currently paid by logging
concessionaires average US$22. ranging from US$4 on woodchips to US$112 on ebony. However,
although a substantial increase, these rates have declined in real terms since 1985. Moreover, the prices
charged loggers by the Ministry of Forestry are largely negotiated and appear to be well below market
value. According to Government estimates, forest revenues are expected to triple over the next five years
to Rp 3.8 trillion in royalties and Rp 1.7 trillion in re-afforestation funds.17

71. The Government has recently offered incentives to encourage concessionaires to preserve forests
using sustainable management techniques. Concessionaires wishing to list on the domestic stock exchange
must first obtain a favourable recommendation from the Ministry of Forestry, conditional on firms
managing forests in a sustainable way. The Government is attempting to develop a sustainable
management system for forests based on a growing and harvesting cycle of 70 and 45 years, respectively.
As part of this programme, only trees with a diameter of at least 50 cms are supposed to be felled.

72. Although there are no licensing restrictions or tariffs on imported lumber and rough timber,
the forestry sector is dominated by export restrictions on logs and semi-processed timber. These are
maintained mainly in order to preserve forests as well as to promote domestic value added by downstream
wood-processing activities. Outright bans on log exports, introduced in the mid-1980s, were replaced
in 1992 with high export taxes, levied at various specific rates depending on tree species. The

16Six of the 19 forest concessionaires in Central Sulawesi are to lose their logging licences for not meeting
their forestry requirements, including failing to develop infrastructural facilities in the surrounding villages; not
carrying out selective cutting programmes and taking acrial surveys of their concession areas; as well as not
establishing wood processing plants to support their logging operations (Jakarta Post, 26 May 1994, p.9).

17Jakarta Post. 3 June 1994. The reafforestation fund is held in Bank Indonesia and State banks and was
recently used to provide, under presidential decree, a Rp 400 billion interest-free loan to the state-owned aircraft
manufacturer, IPTN. Specific details on other terms of the loan and the repayment period are not available.
(Jakarta Post, 5 July 1994).
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replacement of export bans with what are, in practice, prohibitively high export taxes, means that there
has been little effect on trade or government revenues. Restrictions on log exports are supported by
high export taxes, ranging from US$250 to US$ 1,000 per cubic meter, imposed on sawn timber since
1989.

73. Export restrictions such as bans and taxes, on unprocessed logs assist downstream
wood-processing activities and are likely to misallocate the community's resources (Boxes V. I and
V.2). By lowering the domestic log prices. wood-processing activities receive their major input at
reduced prices; it has been estimated that the previous log export ban, and the current system of
prohibitive export taxes, have lowered domestic log prices by some 40 to 50 per cent below international
levels. 18

18his rate would appear to be a conservative estimate. For example, the prices of meranti logs exported
from Sabah during the export ban average some US$160 per cubic metre, when domestic prices were averaging
US$90 per cubic metre.

Box V. l Export restrictions to promote domestic processing and environmental conservation

Many developed countries, such as Indonesia, resort to taxes or bans on exports of natural resources,
especially lumber, for the purposes of both conserving their use and promoting greater domestic value-
added processing. The expectation is that these restrictions will generate employment, raise export
receipts and boost the economy generally. However, the efficacy of using export restrictions to achieve
these objectives is highly questionable.

Restricting exports of the primary resource encourages downstream processing by providing in effect, an
input subsidy to processors. By diverting export sales of the resource onto the home market, export
restrictions lower the resource's domestic price. While processors benefit from lower domestic prices,
raw material suppliers are penalized. Fostering production and exports of processed products indirectly
through export restrictions on major raw material inputs, risks encouraging inefficient industries which
could become permanently dependent on government support. Additional processing is only worthwhile
if it can be performed economically at world prices for both outputs and inputs.

Moreover, encouraging greater domestic processing by restricting raw material exports may conflict with,
rather than help to achieve environmental objectives. For example, lowering domestic log prices by
restricting lumber exports, not only encourages processors to expand production, but reduces the financial
incentives for processors to adopt efficient, less wasteful technology and processing practices. Similarly,
the incentives for owners of natural resources to engage in conservation and reafforestation practices are
diminished. Export restrictions are likely therefore to be environmentally counterproductive since they
reduce the market incentives for both owners and processors to conserve and use natural resources
efficiently. Moreover. this situation is compounded in Indonesia by the requirement that firms receiving
logging concessions must establish nearby wood processing (plywood) mills.

The most effective method of conserving natural resources is not through trade-distorting measures, but
rather through a comprehensive resource management policy, including, for example the use of logging
quotas which could be auctioned, and an obligation to replant where logging has been carried out. In
addition, the problem of over-exploitation of forests would be largely reduced if log prices were market-
determined, to enable the price of logs to rise to reflect their true economic value.
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Box V.2 The incidence of export taxes

Whether it is the domestic producer or the foreign consumer who bears the incidence of an export tax
depends on the demand conditions facing the product in the world market. If a country is "small" in the
sense that the international demand for the country's exports of the taxed good is perfectly elastic, the
country has no market power and is a price taker in the world market. Consequently, reduced export
volumes, as a result of the tax, will not affect the world price - the country represents such a small share
of world supply that it cannot influence international prices. In this case, domestic producers of the
taxed export must bear the full incidence of the tax since they are unable to pass the tax on to foreign
consumers through higher world prices.

On the other hand, if the world demand for the export is highly inelastic, the country may be able to
influence its terms of trade as a price setter on the world market. If such a "large" country is a
sufficiently dominant supplier in world terms, reducing its export volume by taxation could raise world
prices so much that export receipts increase. In this case, the domestic producers of the taxed export do
not bear the full incidence of the tax since they are able to pass a share of the tax on to foreign
consumers through higher world prices.

Although essentially an empirical question the experience of other countries that have tried export taxes
indicate that such terms of trade gains are difficult to capture. This is especially so in the longer term,
when the world demand for exports is likely to be elastic due to greater product and country substitution.
Thus efforts to extract greater export returns through taxing exports often fail and run the risk, in
practice of severely penalizing the export industry, as well as the economy in general, by encouraging
inefficient domestic processing of the taxed commodity (see Box V. 1).

74. The main beneficiaries of the policy have been plywood mills that use a high throughput of
logs. rather than other activities like woodworking and furniture making with higher value added.
Moreover. since most plywood mills are affiliated with the logging concessionaires. they obtain their
logs at even lower transfer prices, inclusive of moderate government royalties.19 This has festered
inefficient mills with high wastage factors by world standards, necessitating a higher usage of logs
for the same production of plywood than is achieved in other countries. Accordingly the high export
taxes on logs. like the bans, have done little to reduce forest depletion along the lines intended.

75. The inefficiencies of the existing arrangements are compounded by the encouragement such
policies give for misusing higher quality timbers such as teak and meranti, as inputs into plywood
processing. Plywood manufacturers appear to pay the same prices for common white-barked trees
as for higher-valued species, such as mahogany and teak. This price distortion, which generates a
shared incentives structure forplywood manufacture, prevents Indonesia from maximising the full value
of its forest resources.

76. Plywood ports, being major beneficiaries of the Government's interventionist policies have
grown consider Become. after textiles, Indonesias second largest non-oil export earner. Exports
of plywood ar or US$2.9 billion in 1992-93. up from US$2.1 billion in 1988-89. Indonesia
is now the wù- 'Jor plywood exporter, having largely displaced Japan and the Republic of Korea.

19The requirement that logging concessienaires must establish wood-processing factories has tended to reduce
the supply of logs. especially of better quality species, for other users such as higher-value-added handcrafted
furniture.
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Thus, policies have been instrumental in the transformation of Indonesia's trade from being principally
based on logs and sawn timber to being heavily reliant on plywood exports.

(x) Fishing

77. Indonesia's fishing industry has developed substantially in recent years to become a growth
export sector, based mainly on marine products. Exports of shrimps increased significantly from
US$541 million in 1988-89, to an estimated US$780 million in 1992-93. Tuna fishing is also important
and tuna is mostly exported in frozen fresh or canned form.

78. Tariffs on imported fish average 25 per cent and range from free to 40 per cent. Most fresh
fish is dutiable at 30 per cent, while frozen fish imports generally attract a tariff duty of 30 per cent.
Imports of crustaceans and molluscs are dutiable at 20 and 30 per cent. Imports of fresh and frozen
seafood are free from licensing.

(3) Mining and Quarrying (Table AV. 1)

79. The mining sector, including petroleum and natural gas accounted for some 12 per cent of
GDP in 1992, down from 13 per cent in 1990 and 18 per cent in 1991. Most output covers crude
oil and natural gas. With the exception of petroleum and bauxite, output of minerals increased
substantially in 1992 in quantity terms (Table V.5).

Table V.5
Production of major minerals, 1990-92

Mineral Units 1990 1991 1992

Petroleum Million barrels 530.5 580.8 550.7
Tin concentrate Thousand tonnes 31.3 31.3 30.4
Copper or concentrate Thousand tonnes 398.6 656.5 906.7
Nickel one Thousand tonnes 2.179.1 2.336.8 2.508.6
Bauxite Thousand tonnes 1.163.8 1.384.6 803.5
Coal Thousand tonnes 7.330.2 13.715.2 21.146.6
lron sand concentrate Thousand tonnes 142.1 173.2 287.8
Gold Kilograms 10.653.0 17.024.5 37.986.2
Silver Kilograms 66.723.5 79.519.4 99.903.7
Natural gas Million cubic feet 2,159.0 2,379.7 ...

. .Not available.

Source: UNIDO (1993). p.96.

80. Indonesia's mining sector benefits negligibly from government support, receiving, on average,
zero effective protection (Table V. 1). Except for low levels of effective protection afforded coal and
bauxite, most mining activities are negatively assisted (Chart V. 1).

(i) Petroleum and natural gas

81. Indonesia, a member ofOPEC, has substantial reserves of crude oil and natural gas. Although
the relative significance of the petroleum sector has declined in line with the greater diversification
of the Indonesian economy, it remains important accounting for some 10 per cent of GDP in 1992
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and one-third of exports in 1992-93. Two-thirds of the sector's exports are of crude petroleum and
one-third of natural gas. Indonesia is the world's largest exporter of liquified natural gas. Indonesia
exports only small amounts of refined products. Crude oil exports fell by 40 million barrels in 1992,
reflecting lower production in that year of 551 million barrels, down from 581 million barrels in 1991.

82. According to Indonesia's Second 25-Year Development Plan natural gas production should
increase from 7 to 9 billion cubic feet per day. Most natural gas is exported. little being used
domestically. The main domestic use of gas is in manufacturing nitrogenous fertilizers.

83. The Government has taken steps to increase the domestic consumption of natural gas, including
for household and transportation use. Indonesia is also beginning to increase its use of gas as feedstock
for the rapidly expanding domestic petrochemical industry.

84. Imports of crude oil for refining are duty free. All others attract a tariff of 5 per cent, as do
imports of natural and liquified gas. Exports of crude oil, as well as liquified and natural gas. are
regulated and can only be made by approved exporters.

85. There are currently eight petroleum refineries in Indonesia. all owned by the State-owned
petroleum company Pertamina. The oil refining industry has traditionally been geared towards the
production of lubricants fuel oils and other petroleum-based products for the domestic market. Local
supplies of oil are being increasingly supplemented by imports of different quality crudes, amounting
to some 20 per cent of consumption to allow production of domestic requirements of petroleum products.

86. Since 1989 foreign companies may participate in the exploration and production of oil and
natural gas in Indonesiathrough production-sharing contracts with Pertamina. Underthesejoint-venture
arrangements. foreign contractors must yield a high percentage of their profits between 80 and
90 per cent for oil. with Pertamina, and meet certain other requirements such as satisfying a domestic
market obligation to supply oil to Pertamina for refining.20 To promote further oil and gas exploration.
especially offshore. the Government introduced a further package of incentives in August 1992
(Table V .6). This provided marginal benefits to foreign contractors under production-sharing contracts
that covered mainly depreciation and investment credit allowances. while lowering the government
share on gas ventures, from 70 per cent to either 65. 60 or 55 per cent depending on the age and
type of field. As well as signing new production-sharing contracts, the number of which fell sharply
from 18 in 1991 to only three in 1992. Pertamina signed several enhanced oil recovery contracts (EORs)
aimed at rehabilitating maturing fields.

87. There is little competition between refineries in purchasing crude oil, and foreign contractors
are required to provide a domestic market obligation of oil to Pertamina for refining purposes of
8.5 per cent of their production. Pertamina allocates crude oil to its various refineries according to
their location and individual technical requirements. Prices paid by Pertamina for crude oil from joint-
venture fields are set at the export price for new oil (under 5 years). and 15 per cent of export parity
(up from 10 per cent since August 1992) for old oil. The basis of setting the domestic crude oil price
was changed by Pertamina in 1992 to reflect better the prices obtained for exports of Indonesian crude.

20The actual profit share may vary between 75/25 and 90/10 in favour of the Government. depending on
the type and age of the field. For further details of these arrangements sec GATT (1991).
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Table V.6
Incentives package for oil and gas August 1992

Trade Policy Review Mechanism

Future terms/conditions
Terms/conditions Current status

Existing and Kev contract areas
extended

contract areas Conventional Frontier

Depreciation of
capital costs for
developing gas fields

For gas fields with reserves
>7 years, depreciation is calculated
over the asset's useful life

For gas fields with reserves
< 7 years depreciation is calculated
over ½ of the asset's useful life

Depreciation is
calculated over
½ of the asset's

useful life
regardless of the
size of the
reserves

Depreciation is
calculated over
½ of the asset's
useful life
regardless of the
size of the
reserves

Depreciation is
calculated over

½ of the asset's
useful life
regardless of the
size of the
reserves

Investment credit
applicable to the
development of
pretertiary reservoir
rocks

Amounting to 17% in accordance
with the current terms

I 10% for oil 110% for oil 110% for (il
I 10% for cas 110% for pas 11)% for pas

Investment credit
applicable to field
development in
water depth of 200-
15(X) m
(6(X)-45() ft)

Investment credit
applicable to field
development in
water depth deeper
than 1500 m
(4500 ft)

110% foroil
1 10% for gas

110% for oil 110% for oil 110% for oil
1 10% forgas 110% for gas 110% for gas

1 10% for oil
55% for gas

125% for oil 1'5% for oil 125% for oil
125% for gas 125% for gas 1'25% for gas

Price for DMO oil
from new fields

10% of exportprice 15% of export
price valid for
extended contract
only

15% cfexpont 15% of expon
price price

Equity split for gas

Equity split for gas
from a field
developed in water

deeper than 1500 m
(4500 fil

70% 30% 60% 1 40% Not applicable 55% 45 %

Equity split for oil
from a field
developed in the
frontier areas

Equity split for oil
from a field
developed in water
deeper than 15(X1 m
(4500 ft!

050.()00 BOPD: 80%[10%
50,001-150.000 BOPD: X5%/lS%
over 150.0(0 BOPD: 90%i10%

0-50.000 BOPD: 80%!20%
50.001-.10.000 BOPV: 85%115%
over 150.000 BOPD: 90%10%

Sanie as current
status

75% 12s5%

Not applicable X0% I 210%

Not applicable 75% '5%

Source: Petroleum Report Indonesia 1993. the United States Emhassy. Jakarta. pp. 69-70.

70% / 30% 70% I 30% 65% f 35% 60% I 40%
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(ii) Coal

88. Indonesia is relatively rich in reserves of medium-quality coal. Coal output has expanded
substantially in recent years, increasing threefold from 1990 to 1992, when production was 21 . I million
tonnes. Despite some growth in coal exports, most coal is used domestically, primarily for electricity
generation and by energy-intensive industries like cement. Although imports of coal are free from
licensing and are dutiable at a uniform tariff rate of 5 per cent imported coal is generally limited to
meeting shortfalls in domestic production.

89. Coal is regarded as a strategic industry in Indonesia and its production is controlled by two
State-owned enterprises. Coal production in Indonesia benefits from a Presidential instruction given
in 1976 requiring the State-owned power companies and cement manufacturers to use domestic coal
as much as possible. These arrangements often result in these users paying prices for coal that are
significantly above import parity prices21

(iii) Minerals

90. Indonesia has abundant supplies of many minerals and metallic ores. Many of these minerals
are classified as having strategic or vital importance in Indonesia. and are mainly mined by state-owned
enterprises. The main strategic minerals are nickel, tin. copper, bauxite, zinc, gold, silver and uranium.
Most of these minerals are exported unprocessed either as ores or concentrates.

91. Imports of minerals with the main exception of iron ore which is duty free are dutiable at
a uniform tariff of 5 per cent.

92. Exports of certain minerals are controlled. An export tax of 10 per cent is levied on exports
of iron. copper lead tin and silver ores. In addition exports of gold silver, lead and tin ores and
concentrates are regulated and can only be made by approved exporters. Exports of molybdenum,
copper and certain lead ores and concentrates are supervised and require Ministerial approval. These
export controls may in principle be expected to reduce domestic prices of these products, thereby
benefitting downstream users at the expense of the mining sector, which would tend to be penalized
by these restrictions. However, as noted, there is little domestic processing.22

93. Some 80 per cent of tin is mined by the state-owned firm. PT Tambang Timah, which, operating
the only smelter is the sole processor of tin ore in Indonesia. Tin ingots produced by the smelter
are almost entirely exported. with domestic consumption amounting to only some 5 per cent of
production. The main domestic uses for tin are in tin-plating and as soldering used in the electronics
industry.

94. Indonesia's experts and hence production of tin ingots have in past years been constrained
by export quotas imposed by the Association of Tin Producing Countries. However following the
collapse in world prices in 1985, several mines have closed and Indonesia has, in recent years, been
exporting below its export quota.

21GATT (1991). Trade Policy Review - indonesia Volume 1, p.l74.

22Since Indonesia is not a dominant world supplier of these products, it seems unlikely that it is able to influence
world prices and increase returns from this policy. The export tax policy simply supplements royalties paid by
private miners, while operating merely as a book transfer in respect of government-operated mines.
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95. Indonesia has significant reserves of bauxite, the vast bulk of which is exported unprocessed
to Japan and more recently, Norway. All bauxite mining is conducted by the state-owned company
for general mining, PT Aneka Tambang. Since Indonesia has no alumina-refining capacity, domestic
use of bauxite is limited mainly to the manufacture of special cements and fire-proof bricks. Aluminium
smelting, using alumina imported from Japan, is carried out at a plant located in North Sumatra, which
is a joint venture between the Indonesian Government and a consortium ofJapanese firms. The smelter
exports most of its output of aluminium to Japan.

96. A long-standing plan of the Indonesian Government has been to develop an integrated aluminium
industry, including the establishment of an alumina plant to process domestically-mined bauxite.
However, despite being reactivated in the early 1990s with a new feasibility study, these plans have
been allowed to lapse, basically due to the high investment costs involved and the current depressed
world market for aluminium.

97. Copper gold and silver mining in Indonesia is mainly concentrated in Irian Jaya. Most copper
is concentrated through the flotation technique and exported relatively unprocessed, mainly to Japan.
Indonesia currently has no copper-smelting facilities. so that most of the downstream users of copper
must rely on imported copper. Negotiations have been held recently, however. between the Government
and an overseas firm for the establishment of a copper smelter at the Gresik petrochemicals complex
in East Java. Similarly, although Indonesia does smelt and purify some gold and silver for domestic
use, most production of these metals is exported as ore or concentrate.

98. Nickel production in Indonesia is mainly concerned with the production of nickel ore matte
and ferro-nickel. Most production is exported, mainly to Japan and Europe with only a relatively
small share of output sold domestically, mainly used to produce stainless steel.

(4) Manufacturing (Table AV.2)

99. Manufacturing has experienced substantial growth in recent years, largely due to the trade and
investment liberalization policies followed by the Government. The sector, excluding oil and gas,
accounted for 22 per cent of GDP in 1992, compared with only 20 per cent in 1990 (Table V.2).
The share of non-oil manufactured exports has increased over the same period, from 66 to 74 per cent.

100. The manufacturing sector remains the most highly assisted sector in Indonesia, with average
effective assistance of over 50 per cent. Moreover, wide disparities in levels of effective protection
exist within the sector, where rates at the sub-group level (excluding oil and gas) range from 10 per cent
on basic metals to 120 per cent on food processing. Industries receiving the highest effective protection
such as food processing, metal products (including engineering) and transport equipment, tend to be
import-competing activities that are predominantly inward-looking (Chart V. 1).

101. Despite recent reforms, a number ofmanufacturing industries designated as strategic industries,
still receive substantial assistance, mainly from tariffs and import licences. High and escalating tariffs
affected food processing, textiles, leather products, wood and paper products, non-metallic mineral
products and transport equipment. Import licences are particularly important in processed food and
beverages, transport equipment and iron and steel. The 1993 reforms of policies in the motor vehicles
sector replaced the import embargo with high tariffs, including surcharges, of up to 275 per cent (reduced
from 300 per cent in June 1994) while import licences were placed on vehicles not produced in Indonesia.
Although these measures may increase the responsiveness of the sector to world price movements,
they have done little to reduce assistance to that industry.
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102. The manufacturing sector benefits from a number of export restrictions imposed on exports
of natural resource-based products. For example, plywood production, one of the main manufacturing
export industries to have boomed under the reform programme benefitted substantially from the
prohibition on log exports which was replaced by very high export taxes in 1992. These policies provide
implicit input subsidies to plywood processors because of their negative impact on domestic log prices.
Combined with substantial tariffs on outputs, they make plywood a highly assisted activity.

(i) Food products

103. In contrast to the impressive export growth of manufacturing products in general, following
the Government's deregulatory policies, the performance of Indonesia's food-processing industries
(or agro-processing sector) has been disappointing. Food processing currently accounts for some
16 per cent of manufacturing output (Table V.7). Despite the advantages of low labour rates and
sufficient supplies of agricultural products, exports of foodstuffs have hardly grown since 1985.
Moreover, the sector's contribution to manufacturing value added has fallen from 14 per cent in 1985
to 12 per cent in 1992, and its output has grown at only half the rate for the whole of manufacturing.

Table V.7
Manufacturing output and value-added in Indonesia, 1991
(US$ million and per cent)

ISIC Description Gross output Value-added
(3-digit) Value Share Value Share

311 Food 7,082 16 1,654 12
313 Beverages 413 1 109 1
314 Tobacco 4.544 10 1,594 12
321 Textiles 6.012 13 1,773 13
322 Clothing 933 ' 295 2
323 Leather products 11i 0 21 0
324 Footwear 251 1 119 1
331 Wood products 4.388 10 1,459 1

332 Furniture except metal 144 0 65 1

341 Paper products 1,409 3 343 3
342 Printing 607 1 221 2
351 Industrial chemicals 1.755 4 540 4
352 Other chemicals, including pharmaceuticals 1.753 4 498 4
353 Petroleum refineries ... ... ... ...

354 Petroleum and coal products ... ... ... ...

355 Rubber products 2,701 6 766 6
356 Plastic products 1,134 3 202 1
361 Pottery and china 141 0 53 0
362 Glass and products 389 1 95 1
369 Other non-metallic mineral products 957 2 264 2
371 Iron and steel 2,821 6 1.231 9
372 Non-ferrous metals ... .... ...

381 Fabricated metal products 2,174 5 786 6
382 Non-electrical machinery, including computers 421 1 137 1
383 Electrical machinery 1.107 2 245 2
384 Transport equipment 4,181 9 1.353 10
385 Professional and scientific equipment 40 0 9 0
390 Other manufactured products 202 0 65 0

TOTAL 45,671 1@0 13,897 100

Not available.

Source: UNIDO Industrial Statistics Data Base, 1994.
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104. A principal factor behind this poor performance is the high protection and regulation of
agricultural products (Section (2) above). Trade restrictions and marketing controls operated by BULOG
on many key inputs such as sugar, wheat flour, soybeans and soymeal, substantially inflate the costs
incurred by downstream food processors. Although the processors are often compensated for such
cost increases by receiving tariff and other assistance against competing food imports, so that they
too benefit from relatively high effective rates of assistance, these arrangements reduce the export
competitiveness of these products; thus, the sector remains essentially inward orientated and import-
competing.

105. The extent to which trade policies are hampering the growth of processed food products can
be illustrated by the three major inputs used in food processing, sugar, wheat flour and soybeans.
High domestic sugar prices, exceeding world levels by an estimated 75 per cent in 1993, penalize the
downstream producers of goods such as non-alcoholic beverages, chocolate and confectionery. Similarly,
domestic wheat flour prices of up to 50 per cent above world levels, represent a substantial burden
on the manufacture ofbread and bakery products. In the same way, high domestic soybean and soyameal
prices that substantially exceed world levels, tax soyameal and soybean users, including sauce producers
and animal feed manufacturers. These cost increases flow through into higher food prices to final
consumers.

(a) Meat products (ISIC 3111, Table AV.2)

106. Meat processing in Indonesia covers mainly the slaughtering of beef cattle, goats, buffalo and
poultry. Abattoirs are both publicly and privately-owned, the latter normally being larger, more
integrated concerns that process mainly frozen products including, recently, for export. The Government-
owned abattoirs are mainly engaged in the slaughtering of livestock from small-scale producers for
sale of fresh meat domestically.

107. Although tariffs on meat products range from free to 40 per cent, and average 23 per cent,
imports of most products, including fresh, chilled and frozen meats, are dutiable at 30 per cent. The
maximum tariff rate on meat products of 40 per cent applies to imports of several items of preserved
and prepared meat products, including sausages. Imports of meat products are free from surcharges.

(b) Dairy products (ISIC 3112. Table AV.2)

108. The Indonesian dairy industry is almost entirely engaged in the production of processed milk
for domestic consumption, in the form mainly of sweetened condensed milk, milk powder and pasteurized
milk. Production of dairy products increased from 264,900 tonnes in 1988 to 345.600 tonnes fresh
milk equivalents in 1990. The industry is highly regulated and protected, in line with the Government's
policy of assisting dairy farmers as a means of creating rural employment and promoting self sufficiency.

109. The main forms of assistance to dairy products are tariffs, import licences and a local content
scheme. Tariffs on imported dairy products range from free to 40 per cent, but with principal rates
of40 and 30 per cent, average 23 per cent. Cheese is generally importable at a tariff rate of20 per cent.
IT import licences to approved State-trading companies restrict imports of semi-processed milk products,
such as buttermilk, milk fat and certain finished products such as milk and fresh cheeses.23 Although
licensed finished products may be imported by private firms, approval is required from the approved
State-trading importers, which allocate imports according to informal quotas. In addition, a strict local

23Lactose was removed from IT licences in the June 1994 package.
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content plan requires processors importing milk inputs to purchase one unit of domestically-produced
fresh milk for every equivalent 1.25 units of imported milk products.24

110. The manufacture of dairy products in Indonesia is highly assisted by these arrangements. They
have increased the domestic price of milk to weil above the (subsidized) international price, by as much
as double. On this basis, the local content provisions could be expected to raise the price of milk inputs
to processors by around one-third.25Indonesian consumers ultimately pay for these assistance
arrangements through higher prices for milk and its products, thereby transferring income from
consumers to producers. This assistance is shared between domestic dairy processors and farmers.

111. Neither domestic nor foreign private investment in the manufacture ofpowdered and condensed
milk is permitted unless the venture is integrated with dairy cattle raising.

(c) Fruit and vegetable canning (ISIC 3113; Table AV.2)

112. Recently. preservation of fruit, includingjams, and vegetables has been increasing. The main
growth has been in fruit canning, with some three-quarters of production ofcanned fruit being exported.
The main canned fruit is pineapple.

113. The vegetable canning industry is devoted almost entirely to mushrooms, although some new
vegetables are being canned, such as asparagus and baby corn. Although production of canned
mushrooms has expanded from 1,900 tonnes in 1988 to 5,700 tonnes in 1990, its export orientation
has fallen over the same period, from 97 per cent of production to around 40 per cent at present.

114. Tariffs on imports of canned fruit and vegetables range from 10 to 40 per cent, and average
29 per cent. Most fruit and vegetables are dutiable at tariff rates of 30 and 40 per cent.

(d) Fish products (ISIC 3114; Table AV.2)

115. Indonesia's fishing industry, especially the processing of marine products has expanded
substantially in recent years. A large-scale, deep-sea commercial fishing industry has developed using
sophisticated equipment. This sector contrasts with traditional fishing activities which use simple
techniques and are based in shallow coastal waters. According to the latest national accounts estimates,
fishing accounted for some 8 per cent of agricultural (including forestry) output in 1992.

116. Tuna fishing developed during the late 1980s into an important activity in Indonesia. Most
tuna is exported either fresh or canned, mainly to Japan and the United States. The industry suffered
setbacks during 1991-92, partly due to financial difficulties experienced by one of the major processors,
and a ban imposed on tuna imports from Indonesia by the United States, reportedly aimed at protecting
dolphins. This ban was lifted in mid-1992. Despite these problems, investment in tuna processing,
especially canning, remains strong, and nine additional canning plants were approved in 1991 and 1992.

24The ratio of domestic to imported milk was changed from 1:2 to 1:1.25 in February 1993. Minister of
Trade Decree No. 65/KP/II/93, 27 February 1993. The Government intends to phase-out these mixing requirements
over 10 years.

25The average oftwo units imported at word prices and one unit purchased domestically at double the world
price.
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117. In addition to tuna canning, the industry cans, mainly for export, several varieties of shellfish,
sardines, and a number ofother fish products. An important recent development has been the emergence
of an extensive shrimp industry, based on catching and farming activities in both sea and fresh water.
The industry is highly export-oriented, with exports more than doubling since 1985. Most shrimps
are exported frozen to either Japan or Singapore. where they are further processed for export.26

118. Apart from shrimps, inland fishing has little commercial processing, and most of the freshwater
catch is consumed domestically, often on a subsistence basis.

119. Tariffs on imports of preserved and prepared fish products range from free to 35 per cent.
Most products are dutiable at tariff rates of 30 and, to a lesser extent, 20 per cent, while the simple
average tariff rate is 24 per cent. Imports are free of surcharges and are no longer covered by licensing.

(e) Vegetable and animal oils and fats (ISIC 3115; Table AV.2)

120. The main vegetable oils processed in Indonesia are crude palm oil, palm kernel oil, coconut
oil and soybean oil. Oil palms are generally cultivated on large-scale estates that are usually equipped
with integrated crushing facilities for producing crude palm oil and palm kernel oil, which are mostly
used in the manufacture of cooking oils. Although most crude coconut and palm oils are consumed
domestically, there have, nevertheless, been substantial exports from Indonesia ofthese products, mainly
crude palm oil, especially to EC countries. There is little processing of crude vegetable oils into other
products such as margarine, oleochemicals, detergents, surfactants and soap.

121. Government intervention in the edible oils market was substantially reduced in June 1991 when
tight controls over the domestic marketing and pricing of crude palm, crude coconut and palm kernel
oils were lifted. These changes included the removal of the domestic marketing and pricing
arrangements, including the allocation ofpalm oil quotas to cooking oil manufacturers, and the reduction
of tariffs on cooking oil imports. Tariffs on imported cooking oils were removed in June 1994. In
addition, the 1991 changes opened the manufacture of coconut and palm cooking oils to private foreign
and domestic investment. However, although coconut cooking oil was entirely opened and removed
from the Negative Investment List, palm cooking oil remains closed to both foreign and domestic
investment, unless the processor has guaranteed sources ofsupply of crude palm oil. Potential investors
wishing to develop palm oil processing plants are, therefore, in effect, required to establish palm oil
plantations as a means to guaranteeing supply. However, despite this requirement, investor interest
has been high. In the first half of 1992, BKPM licensed eight integrated projects involving the
establishment of oil palm plantations and palm oil mills.27

122. The partial opening of cooking oil manufacture to foreign investment should also benefit palm
oil producers by making the domestic market for crude oils more competitive. Export:: of crude palm.
kernel and coconut oils, however, remain supervised, and can only be made with ministerial approval.
These controls are directed at ensuring an adequate supply of crude oils for the cooking oil industry,
as a means ofachieving stable and affordable consumer prices for cooking oils. By suppressing domestic
crude oil prices in Indonesia, palm and copra producers are penalized by these arrangements. Cooking

26Satisfying foreign health and hygiene requirements for shrimp exports appears to be a major problem for
Indonesia to overcome. It was reported that Japan had, for example, rejected 40,000 tonnes of shrimp imports
from Indonesia because they allegedly contained a residue of antibiotics used by breeders to combat fish diseases.

27Two of these have proposed the further processing of crude palm and palm kernel oils into olein, stearin
and fatty acids.
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oil manufacturers not only receive cheaper crude oil as a result of these export controls, but also benefit
from substantial, albeit reduced, tariff protection against competing imports.

123. Imports of cooking and crude oils are not subject to licensing; they are generally dutiable at
tariffs of free, 10 and 20 per cent. Higher tariffs apply to imports of certain vegetable oil-based
preparations, such as 30 and 40 per cent on margarine. Imports of vegetable oils classified in this
group are free from licensing, except for soybean oilcake produced from oil extraction, which is subject
to an IP licence. Imports of unprocessed yellow soybeans are restricted solely to BULOG.

124. Export taxes were applied to crude palm oil and products from 1 September 1994 to stabilize
domestic cooking oil prices - which have doubled during 1994. The export tax, a type of variable
levy, varies according to world prices, whenever the domestic cooking oil price exceeds
Rp 1,250 per kg.28The difference between this "floor " price and the export price, which is set monthly
by the Ministry of Trade based on a two-week average world price, is taxed at progressive rates of
from 40 to 60 per cent on crude palm oil. and 50-75 per cent for olein. These arrangements are likely
to disadvantage farmers and crude palm oil producers and benefit cooking oil consumers and producers.

125. Prior to the imposition ofthe tax, crude palm oil exports were regulated in an attempt to control
domestic cooking oil prices. Following the market reforms in 1991 to free crude palm oil producers
from having to allocate a share of their output into the cooking oil industry, the Ministry of Agriculture
had continued requiring State-owned plantations to reduce exports of crude palm oil. The imposition
of the tax has re-introduced greater export controls which could adversely affect the non-State-owned
segment of the crude palm oil industry.

(f) Grain mill products (ISIC 3116: Table AV.2)

126. The main milled product produced in Indonesia is flour, mainly from wheat, but also from
cassava and sago. Tariffs on milled products range from free to 40 per cent, and average 12 per cent.
Wheat flour enters duty free, other cereal flours bear duty of 5 per cent, while cassava and sago flour
are importable at 20 per cent. Imports of cassava chips and pellets, which are exported by Indonesia
mainly to the EC under an externally-imposed export quota, are also dutiable at 20 per cent.

127. Indonesia produces no wheat. However, the Government has encouraged the replacement of
wheat flour imports with domestically-produced flour milled from imported wheat, by regulating the
domestic whea. and wheat flour market. As a result there has been a substantial change in the nature
of imports in Indonesia, from negligible amounts of wheat and 355,000 tonnes of wheat flour in 1970,
to 2.2 million tonnes of wheat and 52,000 tones of wheat flour in 1991.

128. The main measure used to control wheat flour production is an administered price system operated
by BULOG (the sole legal importer), underpinned by tight trade and marketing controls. Flour millers
and distributors must be licensed by BULOG, which allocates imported wheat to the private millers
and sets the ex-factory flourprices charged by millers to distributors. Since BULOG is the only importer
of all cereal flours, except from rye and maize, it also determines retail prices through its control of
the distribution of wheat flour.

28The current domestic price for cooking oil is about Rp 1,300 per kg.
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129. The price paid by millers to BULOG for imported wheat is fixed well below the import price
paid by BULOG.29 This provides millers with substantial assistance in the form of an input subsidy,
financed indirectly by flour consumers paying a surcharge levied on the price charged by BULOG-
approved flour distributors.30 The input subsidy provided to flour millers by these arrangements could
be as high as 33 per cent, implying that millers purchase wheat from BULOG at about two-thirds of
its international price. In consequence, although administered ex-factory wheat flour prices received
by millers closely resemble import parity prices, the flour milling activity is highly assisted in effective
terms . Not surprisingly, therefore, milling operations in Indonesia are a high-cost activity. In addition
to being paid a milling fee incorporated in the government-determined ex-factory price, millers also
benefit from being able to retain without charge the milling by-products of bran and pollard which,
if imported. would be dutiable at a tariff of 10 per cent.32

130. Following its removal from the negative investment list in June 1993, private investment in
wheat flour miils is open, and no longer conditional on at least 65 per cent of output being exported.
As a result, existing millers in conjunction with other private groups, are planning to construct an
additional two mills. This may improve market competitiveness in flour milling and benefit consumers
who, under the current arrangement, are paying prices at 50 per cent above world levels. However,
the potential benefits accruing from these reforms are likely to be reduced by the maintenance of
administered flour prices and licensing of millers and distributors, as well as maintaining import licensing
controls over wheat and wheat flour. Exports of wheat flour continue to be supervised and can only
be made by BULOG with ministerial approval.

(g) Bakery products (ISIC 3117; Table AV.2)

131. The expansion in Indonesia's wheat flour milling capacity to almost self-sufficiency has been
accompanied by the growth of downstream processing activities, especially the production of pasta,
noodles, bread and biscuits. These products. if imported, attract tariffs of 25 and 40 per cent.

132. Production of instant noodles has grown at an average annual rate since 1985 of over 11 per cent,
with substantial export growth, albeit from a small base. Biscuit manufacture, which has grown from
37,500 tonnes in 1986 to over 50,000 tonnes in 1991, remains mainly directed at domestic consumption.
Noodles and pasta production has expanded recently with the establishment of a macaroni plant having
an annual capacity of some 60,000 tonnes, largely for export sales.

29The four licensed mills are operated by PT Bogarsari Flour Mills.

30The surcharge, levied by the Ministry of Finance, recovers BULOG's financial losses incurred on its flour
operations.

31Indeed, World Bank estimates indicate that assistance to flour milling is so high that if the input subsidy
was removed and millers were required to pay import parity prices for wheat, flour milling in Indonesia would
generate negative value added. This suggests that without assistance, flour milling would be economically non-
viable.

32The total milling charge, inclusive of the milling fee and the sales value of the bran sold by the mills, is
some three times that charged by millers in the United States.
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(b) Sugar products (ISIC 3118; Table AV.2)

133. Sugar, a strategic crop. and the mainstay of the economy during the colonial period, has been
subject to substantial government intervention to promote self-sufficiency. The Government has fostered
the decentralization of the sugar industry from Java, where some 70 per cent of sugar is cultivated,
as a means of promoting regional development in the outer islands. Efforts have also been made since
1975 to encourage smallholders to grow sugar cane.

134. The sugar industry. from the growing of sugar cane through to the manufacture of refined
sugar and syrups, is heavily regulated and controlled. Price controls, together with numerous surcharges
and levies, are imposed on the production and marketing of sugar, and BULOG has an import monopoly
over raw and refined sugars. These arrangements permit the government to set the "farm gate" prices
for sugar cane, as well as the mill buying price, the ex-factory price and retail prices.33 BULOG
purchases all sugar produced at administered prices, which are largely set according to costs of
production, and adesire to ensure reasonable consumer price levels. However, these controls, combined
with the sugar import monopoly, which restricts imports to meet shortfalls in domestic production,
have enabled domestic sugar prices to be consistently held well above international levels. In 1992-93,
for example, the domestic price of sugar exceeded world levels by some 75 per cent.34 Based on
domestic consumption of 2.5 million tones and a domestic price of Rp 1,037 per kg, this implies
an annual transfer from consumers, including downstream users, to millers and farmers of Rp 1. 1 trillion.
In addition to paying higher than world prices. the arrangements often require downstream users to
purchase inferior quality domestic sugar.35

135. The highly regulated nature of the sugar market, including the absence of import competition,
has led to the development of a sugar industry in Indonesia. dependent on substantial government
assistance. Of the 68 sugar mills existing in 1991, 58 were operated by State plantation companies
at low levels of capacity utilization, using largely obsolete equipment.36 The Government has initiated
measures in recent years aimed at improving the efficiency of State-owned milling plants. Plans to
establish a further six State-owned mills were announced in 1991 and 1992.37 However, private
investment remains modest, with only four projects being approved by BKPM over the same period.

136. The uneconomic nature of the sugar industry has been compounded by the shift towards smaller
farms, the use of more marginal land and obsolete milling equipment.38 Indeed, government policies

33BULOG distributes sugar to private wholesalers and sets retail prices to cover the ex-factory price, plus
transportation and storage costs, as well as a reasonable profit margin for wholesalers and local retailers.

34Since the 1980s, the percentage difference between the domestic and the lower world price has fluctuated
between 40 and 80 per cent.

35Although in principle downstream users may request BULOG to import on their behalf sugars for which
no local supplies are suitable, it appears that, barring one or two exceptional cases, BULOG rarely gives such
permission in practice.

36Sugar processing was nationalized in 1957 by the Indonesian Government forming state plantation companies.

37Mills are to be located in the provinces of South and North Sulawesi as well as Lampung.

38Yieids of granulated sugar have declined from an average of 9.7 tonnes per hectare in the early to mid
1970s, to around 6 tonnes in the early 1990s.
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may well have encouraged this trend. Area quotas are maintained, whereby farmers must deliver targeted
amounts of cane to designated mills. Without production quotas, many farmers would, it seems, replace
sugar cane with other, more lucrative crops, such as rice. The proceeds paid to farmers represent
60 to 65 per cent of the total sugar produced from their cane, depending on its sugar content. The
price premiums received for producing cane of higher sugar content appear inadequate to compensate
farmers for the additional costs involved.

137. Competition from artificial sweeteners is non-existent in view of the requirement that private
lnvestment in producing these goods must be entirely directed towards producing exports.

(i) Cocoa and confectionery (ISIC 3119: Table AV.2)

138. A major user of sugar. the confectionery industry is increasing in importance in Indonesia.
Several investment projects have been approved by BKPM in recent years, involving substantial increases
in production capacity.

139. Tariffs on imported products falling within this group range from 10 to 40 per cent and average
25 per cent. The highest tariff rates, of 30 and 40 per cent. are found on imports of sugar confectionery.
Although high tariff protection is provided to the production of sugar confectionery. these producers
are substantially penalized by having to purchase locally made sugar at well above import parity prices.
This seriously erodes their international competitiveness and export potential.

140. The cocoa-processing industry has increased considerably in recent years, as have exports,
especially ofcocoa paste, cocoa butter and cocoa powder. There has been substantial private investment
in cocoa-processing plants since 1990, with BKPM approving several projects that, when installed,
will significantly raise Indonesia's production capacity of cocoa products.

(ii) Other food products and animal feed (ISIC 312; Table AV.2)

141. Tariffs on imports of products covered by this group range from free to 40 per cent with a
simple average of 16 per cent. Imports of coffee and tea are dutiable at mainly 30 per cent; eggs
at mainly 20 and 30 per cent; and animal feeds at 10 per cent, or 15 per cent in the case of shrimp
feed (including a 5 per cent surcharge).

142. The production of animal feeds, largely using soyameal, is an important industry in Indonesia.
Some 90 per cent of animal feed production is for the poultry industry. Following the elimination
of the 35 per cent import surcharge on soyameal in June 1993, animal feed manufacturers have been
required under a local content plan to source 40 per cent, later reduced to 30 per cent in June 1994,
of their meal domestically.39

143. The animal feed industry and, hence, poultry-raising have historically been penalized by the
high domestic prices charged for soyameal. However, the removal of the import surcharge can be
expected to improve the efficiency of the Indonesian economy through providing cheaper access to
imported soyameal, thereby benefitting feed manufacturers, poultry producers and, ultimately, consumers
through reduced costs.40The extent of the reduction in soyameal resulting from the surcharge removal

39Indonesia has offered under the Uruguay Round to abolish these local content provisions by 1998.

40Some feed manufacturers apparently, in practice, never paid the 35 per cent surcharge and were rebated
their import surcharge payments. This added to non-transparency and created uncertainties in importation.
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has been tempered. however, by the introduction of the local content provisions. Depending on the
extent to which the domestically-set meal price exceeds import parity. these arrangements continue
to effectively raise the costs of soyabean meal usedby food manufacturers above import parity.41 The
new arrangements will increase usage ofsoyameal by an estimated 50 per cent, and most of this increase
is expected to be sourced from imports.41

(iii) Beverages and tobacco products

(a) Beverages (ISIC 313; Table AV.2)

144. Production of beverages in Indonesia is divided almost equally between alcoholic drinks, (mainly
beer, but also wine and spirits), and non-alcoholic drinks, such as soft drinks. fruitjuices and spa waters.
Exports of these products are minimal.

145. Tariffs on imported alcoholic drinks were increased substantially in June 1994 to mainly
170 per cent. with an average rate of 111 per cent. Import surcharges of mainly 10 per cent apply
to some products. All spirits and liqueurs are covered by IT import licences which limit imports to
State-trading enterprises.

146. The manufacture of alcoholic beverages is closed to foreign and domestic investment, unless
production is to be totally exported.

(b) Tobacco products (ISIC 314; Table AV.2)

147. The Indonesian cigarette industry comprises two important segments that produce two different
varieties of cigarettes. These are clove-scented kretek cigarettes and normal or white cigarettes. Initially
based on labour-intensive small-scale enterprises, the kretek industry has undergone considerable
mechanization and rationalization since the 1970s, and now accounts for about 90 per cent ofproduction
and consumption of cigarettes in Indonesia. Most of Indonesia's production of cigarettes is consumed
locally, although exports ofboth white and kretek cigarettes are made mainly to Cambodia, Hong Kong,
Malaysia and Singapore. About 90 per cent of locally grown tobacco is used in the manufacture of
kretek cigarettes.

148. Tariff rates on imported cigarettes are a uniform 30 per cent. White cigarettes, which are
all machine-rolled. are subject to excise at three rates, 22½, 35 and 37½ per cent, increasing according
to the size of the factory in which they are produced. The excise on kretek cigarettes also increases
according to the size of the factory. Machine-rolled kretek cigarettes are subject to excise-duties of
20 to 38 per cent, while hand-rolled kretek cigarettes pay an excise duty of 1 to 18 per cent. Much
higher excise taxes apply to imported white and kretek cigarettes.

149. The kretek cigarette industry has been penalized by the changes introduced in the clove marketing
arrangements in late 1990. These changes required kretek manufacturers to purchase their supplies

41Based on June 1993 prices, which show domestic soymeal prices to be 20 per cent above world levels,
replacing the import surcharge with the local content plan would be expected to lower the average blended cost
of soyameal to some 11 per cent above import parity. This would amount to about a 7 per cent reduction in the
price of soybean meal.

42Marks (1994). This paper also estimates that the annual gain in economic welfare to Indonesia from these
reforms will be at least Rp 25 billion, or US$ 12 million.



C/RM/S/52 Trade Policy Review Mechanism
Page 130

from a semi-official marketing board (BPPC). Although the marketing and floor price arrangements
were introduced under the pretence of benefiting clove farmers, the operation of this government-
sanctioned monopoly has resulted in lower prices being received by farmers, while at the same time
raising clove prices paid by kretek manufacturers. These arrangements resulted in increased profits
to the clove monopolist, BPPC, in 1991 of an estimated Rp 25 billion. while clove farmers and cigarette
manufacturers lost Rp 62 billion.43

150. Cigarette manufacturing is closed to both foreign and domestic foreign investment, unless at
least 65 per cent of production is to be exported.

(iv) Textiles and clothing (ISIC 321 and 322: Table AV. 2)

15 1. The textile and clothing industry has recorded impressive growth under Indonesia's trade-related
reform programme. The production of textiles and clothing accounted for some 15 per cent of
Indonesia's manufactured output and value added in 1991. making it the second most important sector,
next to food processing. Much of this growth has been export oriented, with textiles accounting for
some 40 per cent of the country's growth in manufactured exports since 1985 (Chart V.2). Textile
exports represent around 17 per cent of total exports, equivalent to over 30 per cent of non-manufactured
exports. and is the largest non-oil export earner.44 Textiles is designated as a "strategic commodity
industry" under the supervision of the Ministry of Industry.

152. The Indonesian textiles industry is dominated by the spinning and the more traditional weaving
segments, which together account for some 90 per cent of output. The Indonesian textiles industry
is heavily based on the production and processing into garments of cotton fabrics.45 Fibres and yarns
are exported. as well as used as inputs into making fabrics for use by the much smaller, but also rapidly
growing, clothing industry. Production of garments increased from 17.6 million dezen articles in
1980-81 to 60 million dozen articles in 1991-92. Between 1985 and 1991, exports of garments grew
from 38.100 tonnes to 1.451,600 tonnes.

153. The Indonesian textiles and clothing industry has developed dualistically, with traditional inward-
looking firms co-existing with other, newly-emerging. export-oriented firms. These producers are
internationally competitive, unlike other firms historically catering for the domestic market. About
two-thirds of textile producers sell most of their product at home, generally using obsolete machinery
and lower quality raw materials.

154. In addition to cotton products, Indonesia has developed a synthetic textiles industry based on
its petroleum and forestry resources. Although the range of synthetic fibres produced is not
comprehensive, investments in production have increased output from 226,000 tonnes in 1987 to
371.000 tonnes in 1991. The main synthetic fibres produced in Indonesia are polyester staple fibre,
polyester filament, nylon filament and viscose rayon. About 20 per cent of domestic requirements
of synthetic textiles are imported.

'3Ministry of Trade study, Kajian Sistem Tataniaga Dan Perdagangan Cengkeh, 1992. According to this
study, the net welfare loss to the economy of the clove monopoly arrangements amounted to over Rp 21 billion
in 1991.

44Textiles exports between 1985 and 1991 increased from 57,300 tonnes to 266,100 tonnes.

45Some 90 per cent of cotton requirements comes from imports.
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155. Until the 1980s. the textiles and clothing industry, using locally-grown cotton, developed under
protectionist import substitution policies, including import licences and high tariffs. The impressive
turnaround in the performance of the textiles industry began in the mid- 1980s under the Government's
deregulatory reforms, allowing access to foreign investment which has financed the development of
efficient export producers using modern techniques.46

156. The progressive removal of import barriers. especially licences, on textiles has played an
important rôle in the sector's growth. This began in 1986-87 with the removal of import restrictions
on cotton, including import licences and the local content plan. It is widely acknowledged that
unrestricted access to high-quality cotton at world prices was imperative for the growth of the industry.
as were the duty drawback and exemption schemes run by BAPEKSTA for exporters. These schemes
remain well utilized by textile exporters, and enable them to import major raw materials used in exports
duty free.

157. Except for sacks of jute and other textile fibres which are covered by BULOG import licences,
clothing and textiles are now free from import licences. However. the industry continues to receive
substantial tariff protection against imports. and imports of textiles and clothing represent a negligible
share of the Indonesian market. Imports of textiles and clothing are subject to tariffs ranging from
free to 40 per cent. Tariffs on textiles average (unweighted) 26 per cent. while on clothing imports
the average rate is 35 per cent. A substantial degree of tariff escalation exists between textiles and
clothing, with tariffs on clothing imports being much higher than those applied to basic yarns and other
textile materials. This implied that clothing manufacturers receive substantial effective assistance on
outputs sold domestically. However. tariffs on upstream products penalize clothing exporters by
increasing the cost of local fabrics. Thus. the tariffstructure acts against the interests of efficient clothing
exporters. while favouring those less efficient firms manufacturing principally for the domestic market.
This has encouraged Indonesian weavers to export mainly low quality fabrics- while clothing
manufacturers rely substantially on imported high quality fabrics.

158. Indonesia's textile and clothing exports to major markets. such as the United States., E., Canada
and Norway, are subject to export quotas imposed either under the MFA or as a result of bilateral
agreements. Although Indonesian exports have not been greatly restricted in the past by these quotas.
there being substantial under-utilization in some major product categories, the quotas are becoming
increasingly restrictive for some key goods. Consequently. Indonesia has managed to achieve greater
penetration of non-quota markets. with the share of exports to non-quota countries. especially Japan.
Saudi Arabia and the UAE. rising from 41 per cent in 1989 to 49 per cent in 1991. However, this
performance has recently weakened, reflecting intense competition from other producers, such as China.
India, Pakistan, Bangladesh and Viet Nam. Plunging world prices for textiles have also contributed
to the substantial drop in the growth of textiles and clothing in value terms in recent years. compared
to rapid growth in earlier years.47 Indonesia has also been trying to produce more of goods not subject

46Indonesia's textiles and clothing industries have benefited substantially from foreign investment, aimed at
establishing new mills and clothing factories. as well as remodernizing old plants. The surge in foreign investment
is largely coming from the newly industrialized economies of north-eastern Asia, where entrepreneurs are keen
to relocate their operations in Indonesia and other countries where labour costs are considerably cheaper.

47Exports of textiles and clothing increased by only 2 per cent in 1993, from US$6 billion in 1992 to
US$6. 14 billion. In quantity terms. however. exports continued to show impressive gains. The slackening off
in the growth of textile and clothing export values was the major factor behind the flattening out in Indonesia's
non-oil export growth in 1993.
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to quotas in major markets, such as household textiles. including towels, bedding, tablecloths, curtains,
upholstery materials and decorative textiles.

159. Exports of textiles and clothing to MFA markets are regulated to ensure that Indonesia's export
quotas to affected markets are not breached. Export quotas are allocated by the Ministry of Trade
to approved exporters; 80 per cent of the quota is distributed to exporters on the basis of past
performance, and 10 per cent is reserved for new entrants. A further 10 per cent is given to the
economically-weak sector. Export quotas are revokable for non-performance and. since 1987, an open
auction system for transferring previously allocated export quotas was introduced. The administration
of the main quota allocation process can be slow, so that exporters may miss out on lucrative contracts.
Moreover. the administration of quotas is opaque and lacks clear guidelines.48

160. As well as producing cotton and cotton-polyester blended fibres and fabrics, Indonesia
manufactures silk and woollen textiles. Both are based on imported raw materials. Efforts to establish
a domestic silk industry have been largely unsuccessful, with only small quantities of low-grade silk
being produced in South Sulawesi.

161. The manufacture of traditional textile materials, such as batik. represents a small share of
Indonesia's output.

162. Apart from textiles and clothing covered by MFA and other bilateral restrictions. exports are
generally free from controls, except for parachutes. which are also restricted to approved exporters.

(v) Leather and footwear (ISIC 323 and 324; Table AV.2)

163. The Indonesian footwear industry, comprising the production of rubber-soled sports shoes and
leather shoes. has expanded rapidly in recent years. Private, including foreign, investment has been
most pronounced in the sports shoe segment. Much of this growth has been directed towards exports.
which account for about half of sports shoe production. Footwear represented some 4 per cent of
Indonesia's total merchandise exports in 1992-93 (Chart V.2). Footwear imports are mainly limited
io high quality fashion shoes and special brand narnes not made locally.

164. The footwear industry. like textiles and clothing, has benefited from. Indonesia's trade and other
regulatory reforms. Partly because of the trading régime. it has also deve!oped dualistically: highly
assisted producers. catering for the domestic market, co-existing with efficient producers. capable of
competing internationally.

165. The footwear industry was one of the most highly assisted industries in Indonesia until 1986,
when import licences on leather were removed. This has enabled local footwear producers to obtain
good quality leather at below international prices. In the more recent export drive, access to quality
leather at competitive prices has also been important for footwear exports. with China and Korea
emerging as the principal suppliers of imported shoe leather in recent years. Also important for shoe
export growth has been access to the BAPEKSTA duty exemption and drawback facilities on imported
inputs. Previousiy export-oriented footwear producers had to import rnost materials at relatively high
tariffs.

48Hill (1993)
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166. High tariffs on imported footwear, ranging from 20 to 40 per cent, and averaging 36 per cent,
continue to provide high assistance to producers selling on the domestic market. This is accentuated
by a high degree of tariff escalation, with much lower tariffs applied to raw materials. Nevertheless,
tariffs have been lowered in recent years. and surcharges initially introduced on imported footwear
to replace import licences, have also been abolished.

167. Footwear manufacturers still receive additional assistance from having access to local leather
at prices substantially below (as much as half according to some estimates) world levels because of
the effects of export taxes on hides and leather. However, the inferior quality of local leather has meant
that it is mainly less efficient shoe manufacturers selling domestically (i.e. import-competing production),
rather than efficient exporters, that have benefited from these arrangements, while producers of raw
hides have been disadvantaged by these controls.

168. The tanning industry also continues to benefit from the export taxes on hides and, prior to
1992. the export bans, which depress local prices for raw hides. However, tanners appear to be even
more penalized by export taxes on leather.49By reducing domestic leather prices. these arrangements
have reduced incentives for tanners to produce export-quality leather, thereby encouraging efficient
shoe exporters to import leather inputs.

(vi) Wood products (ISIC 331; Table AV.2)

169. As discussed previously, the manufacture of wood products has undergone rapid growth in
recent years. primarily due to the expansion of plywood production.50 Wood products accounted for
some 10 per cent of manufactured output in 1992, and represented some 12 per cent of exports in
1992-93 (Table V.7, Chart V.2). After textiles. this sector has contributed most to manufacturing
sector growth. Indonesia has captured some 40 per cent of the world's plywood market.

170. Tariffson imported wood products (excluding wooden furniture) range from free to 30 per cent,
with an unweighted average rate of21 per cent. Tariffs of 15 to 30 per cent apply to imports of sawn
timber and plywood, which account for the large part of domestic production.

171. As discussed in Chapter IV and earlier in this chapter, much of the impressive growth of wood
processing, involving primarily plywood, has been underpinned by government policies undertaken
since the mid-1970s aimed at promoting domestic value added in forestry products. Paranount among
these policies were the export bans in place on unprocessed logs until 1992, when they were replaced
by very high export taxes; the extensive taxes applied to exports of sawn timber; the regulation of
exports of numerous sawn timbers and other semi-processed wood products to approved exporters;
and the direction of logging rights to concessionaires with strong linkages to wood processing
(Section 2(ix)). These arrangements have mainly benefited plywood manufacturers through regulated
preferential supplies of logs at prices (about half) below world levels. Margins on exported plywood
arc low. and most profits come from logging operations.

49Check f.o.b. prices. ranging from US$5.50 to US$13.50 per sq.ft. forunprocessed hides and from US$1.00
to US$ 1.80 per sq.ft. for processed hides and finished leather, apply to exports of cow, buffalo, goat and sheep
hides.

50By 1992, the industry had grown to consist of 114 plywood mills, with a total annual production capacity
of 9.5 million cubic metres.
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172. Sawmills and plywood factories are closed to private foreign and domestic investment, unless
located in Irian Jaya and East Timor. This reflects the Government's policy of encouraging wood-
processing operations in Irian Jaya so as to conserve forests in other provinces, and to ensure adequate
lumber supplies to existing mills.51 Moreover, production of (rotary) veneer is fully closed to private,
including foreign, investment, while private investment in the manufacture offinished and semi-finished
mangrove wood products is conditional on investors cultivating new mangrove plantations. These
regulations are set by the Ministry of Forestry.

173. Manufacturers of rattan products have also benefited, through lower rattan prices, from export
prohibitions on raw and semi-processed rattan. As for logs, the prohibitions were replaced with export
taxes in 1992. Private, including domestic, investment in the manufacture of semi-finished and finished
rattan products is prohibited, unless located outside Java.

(vii) Paper and paper products (ISIC 341; Table AV.2)

174. The Indonesian pulp and paper industry has grown steadily over recent years, and accounted
for 3 per cent of manufactured output in 1991. Exports have grown substantially in recent years;
about 15 per cent of pulp is exported, and about 20 per cent of paper. The range of papers produced
in Indonesia cover mainly newsprint. printing and writing paper, cardboard and kraft paper and liner.
Paper is a designated "strategic commodity industry" under the supervision of the Ministry of Industry.

175. Trade reforms introduced since 1986 have led to a degree of rationalization in the industry.
while several new integrated paper mills are based on exports. The industry consists of a mixture
of State-owned and private firms. often involving joint-ventures with foreign partners. By 1992, there
were 14 pulp factories registered in Indonesia, with a total annual production capacity of 1 million
tonnes. Approximately 50 paper mills existed. with a combined production capacity of3 million tonnes
annually. A large number ofnew investments in pulp and paper production are in the process ofcoming
on-stream.

176. The pulp and paper industry, initially developing under import substitution policies, has been
heavily influenced by the country's import régime. However, although import licences, including those
on newsprint. have been abolished. substantial tariff escalation still exists. Tariffs, although as high
as 40 per cent on paper waste and scrap. range mainly from free to 25 per cent. The average rate
is 20 per cent. They are much higher on final paper products than for raw materials: while tariffs
on imported pulp are mainly 5 per cent, duties on imports of finished products include 25 per cent
on white newsprint (including the 5 per cent surcharge), and 25 per cent on finished paper products
such as many writing papers, paperboards. kraft liners and kraft papers (except that those used in cement
and fertilizer sacks are dutiable at 25 per cent. Most tariffsurcharges introduced on other paper products
in October 1993 were removed in June 1994.

177. The escalating tariff structure continues to encourage domestic processing of pulp into paper
products. Although pulp is sold domestically at world prices (reflecting the low tariffduties), the prices
of most paper products. such as sack paper. boards and cigarette paper are sold at much higher prices.52

51The Government is also keen to promote industrial activities in Irian Jaya and E.ast Timor.

52According to Indonesian authorities, most paper products, such as sack paper, boards and cigarette paper,
are sold in Indonesia at the same prices as in Europe, the United States, Japan and Australia.
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178. There have been recent allegations that paper products are being exported to Indonesia at dumped
prices. According to one report, Indonesian producers require additional protection against US and
Canadian dumped exports, which are accused of having caused six local paper manufacturers to close.53
At the same time, paper users have been critical of the high protection afforded the paper industry,
claiming that high domestic prices maintained by the Indonesian Pulp and Paper Association (APKI)
for what is, in some cases, an inferior quality paper, are hampering Indonesia's non-oil export growth.54
Although prices of paper products are no longer officially controlled, APIK is claimed to be manipulating
domestic prices through informal arrangements whereby paper prices are determined by agreement,
sanctioned by the Directorate of Pulp and Paper of the Ministry of Industry, between APKI and user
associations.

179. The Government remains firmly committed to the continued expansion of the pulp and paper
industry. According to REPELITA VI, production of pulp and paper is expected to increase substantially
from2 million tonnesto3.6 million tonnesofpulp,andfrom3.7 million tonnesto4.2 million tonnes
of paper.

180. There is a ban on imports of most foreign printed material, including books. papers and
magazines, if written in the Indonesian language or using Chinese characters.

(viii) Chemicals (ISIC 351; Table AV:2)

181. Tariffs on industrial chemicals range from free to 40 per cent, with a simple average rate of
10 per cent. Except mainly for explosives. imports are free of licence.

182. Production of industrial chemicals accounted for 4 per cent of manufactured output in 1991.

(a) Fertilizers and pesticides (ISIC 3512; Table AV.2)

183. Indonesia produces a range of inorganic and organic fertilizers, as well as a variety of chemical
pesticides. The main chemical fertilizers produced are urea, triple superphosphate (TSP) and
diammonium phosphate (DAP). Exports of fertilizers consist predominantly of urea, and these have
grown modestly over recent years to account for well over one-third of production.

184. The development of the Indonesian fertilizer industry has been closely linked ta the country's
agricultural policy of self sufficiency, especially in rice. The provision of home-produced fertilizers
to farmers at highly subsidized prices formed an important element of the Government's attempts to
expand food output. and fertilizer production is a designated "strategic commodity industry' under
the supervision of the Ministry of Industry. The Government has invested heavily in the fertilizer
industry.

185. Fertilizer manufacture was removed from the Negative Investment List in 1990 and opened
up to private, including foreign, investment. This has resulted in a joint venture being formed between
one State-owned producer, PT Pupuk Kujang, and several private firms for the construction of a urea
plant. Since 1990, fertilizers have also been free from import licences, except for ammonium nitrate

53The Jakarta Post, 14 May 1994.

54The Jakarta Post, 10 May 1994. According to the article, "protection has caused prices of paper on the
domestic market to be far higher than those on the world market. The domestic price of HVS paper in April,
for example, reached Rp 2,474 per kilogram (US$1. 18), as compared to US$0.3 1 in the United States."
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which continues to be covered by an import (IT) licence. Imported fertilizers are mainly duty free,
with a few dutiable at 5 per cent.

186. Despite these trade and investment reforms, the industry, which currently consists of six
State-owned enterprises", continues to be subject to strict production, pricing and distribution controls.
The regulatory arrangements for fertilizers include an effective import monopoly for the State-owned
enterprise, PT Pusri. This firm, which controls imports through designated co-operatives of certain
fertilizer types, such as urea and TSP, administer, the fertilizer subsidy which is only paid in respect
of those fertilizers which it imports and distributes. Moreover, fertilizer prices are set at the factory,
wholesale and retail levels, and production and distribution controls, including marketing quotas, apply.

187. These arrangements have led to producer prices of fertilizers being substantially above world
levels. Consequently, as much as one-third of the fertilizer subsidy, originally intended to benefit farmers
providing fertilizers at farm prices below world levels. effectively assists fertilizer manufacturers.
Producers ofurea have also benefited from the large input subsidies on natural gas supplied by Pertamina
at prices well beiow world levels. According to Indonesian authorities, these gas arrangements and
the fertilizer subsidy, are being phased out.

188. Exports of urea and other chemical fertilizers, apart from ammonium sulphate, TSP and DAP,
are supervised and one subject to ministerial approval. The same arrangements cover exports of animal
and vegetable fertilizers.

189. The pesticide industry is mainly based on the formulation of pesticides using imported inputs.
However. there is also limited production of active ingredients in Indonesia. The growth ofthe industry
has also been closely linked to the Government's agricultural policy, especially for rice. In an attempt
to reduce the use of pesticides the subsidy on their use was terminated in 1989, and since then pesticide
production has declined. Nevertheless, exports of pesticides have increased in recent years as domestic
producers have attempted to compensate for declining home consumption with increased foreign sales.
Currently. about 10 per cent of production is exported.

190. Imports of insecticides are dutiable at 30 per cent, while fungicides, except those used for tobacco
which are dutiable at 20 per cent, attract a tariff of 10 per cent. Herbicides are importable at tariff
rates of mainly 20 and 30 per cent. Some imports of herbicides are dutiable at rates of 25 and
10 per cent, inclusive of the 5 per cent surcharge.

191. Indonesia banned the use of 57 varieties of pesticides in 1986 for environmental reasons. The
manufacture ofpenta chlorophenol, DDT, chlordane and dieldrin is totally closed to private, including
domestic. investment.

(b) Petrochemicals (ISIC 3513; Table AV.2)

192. Developing an integrated petrochemical industry using as feedstock; Indonesia's extensive oil
and gas reserves has been a priority of the Government since the 1970s. However. the huge capital
costs required to establish such complexes have forced the postponement of several major government
projects. Nevertheless, the industry has experienced steady growth in recent years. and the Government
has recently reinforced import substitution policies, through providing increased tariff protection, to

50One firm is an ASEAN Industrial Project jointly owned by the Governments of Indonesia, Malaysia, the
Philippines, Singapore and Thailand.
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assist domestic petrochemical production In 1993. tariffs on imported polyethylene were increased
to 40 per cent, through the imposition ofa surcharge of 20 per cent, to provide assistance to Indonesia's
first polyethylene factory which commenced production at that time.56

193. Similarly, in July 1992, following the opening of Indonesia's first polypropylene plant, the
Government increased tariffs on polypropylene imports from free to 25 per cent. Subsequently, in
February 1993, the tariff was further increased to 40 per cent by raising the surcharge from 5 to
20 per cent. Check prices (a minimum dutiable price) were also introduced on imported polypropylene
in March 1993, but were abolished in June 1994.57

194. Apart from these basic upstream products, Indonesia produces a range of intermediate products,
including purified terephthalic acid (PTA), polyvinyl chloride (PVC), polystyrene, vinyl chloride
monomer, methanol and alkyl benzene sulphonate. Tariff rates of 20. 25 (including a 5 per cent
surcharge on PVC and vinyl chloride copolymers) and 30 per cent apply to imports of these products.
The production of downstream plastic products, including PVC pipes, plastic bags and polypropylene
film, has also expanded in recent years, aided by substantial tariff protection. Imports of most major
plastic products, including PVC pipes, are dutiable at 40 per cent, with some other products dutiable
at 35 per cent, inclusive of a 5 per cent surcharge.

195. Imports of petrochemicals and plastic products are free of licence, except for imports of certain
propylene copolymers which are covered by IP licences. In addition, imports of plastic scrap and waste
are banned.

(ix) Pharmaceuticals (ISIC 3522; Table AV.2)

196. Tariffs on imported drugs and medicines classified to this group range from free to 40 per cent.
However, following the removal of the 5 per cent surcharge in October 1993, most pharmaceuticals
may be imported at 5 per cent. Import licences on remaining products have been removed.

197. Imports ofpharmaceuticals must be first registered with the Ministry of Health. Since October
1993. pharmaceutical factories, wholesalers and pharmacies have been able to import registered
pharmaceuticals. including those not yet produced in Indonesia. Before, pharmaceuticals could only
be imported by producers. Pharmaceuticals can only be imported directly from their country of origin,
and not through third countries.

198. Production of pharmaceutical formulations and traditional herbal medicines are closed to private,
including domestic, investments, unless at least 65 per cent of production is to be exported. Prior to
1990, private investment in pharmaceutical production was totally prohibited.

(x) Other chemicals (ISIC 3529; Table AV.2)

199. Tariffs on goods classified to this group range from free to a maximum of50 per cent on certain
ammunition, and average (unweighted) 15 per cent. Imports of explosives are restricted under licence
to the State-owned enterprise Dahana.

56The Ministry of Finance, through decree, granted tariff exemption, including from the surcharge, to cable
manufacturers importing polyethylene.

57Check prices were set, according to World Bank estimates, at some 20 per cent above world levels. They,
therefore, effectively increased the tariff rate on imported polypropylene to 48 per cent.
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200. Manufacturing of explosives and related products is closed to private, including domestic,
investment, unless done in conjunction with Dahana.

(xi) Petroleum and gas products (ISIC 353; Table AV.2)

(a) Petroleum

201. Indonesia's petroleum products industry consists of eight refineries operated by Pertamina,
the State-owned oil company. The industry is largely geared to exporting crude oil, while it produces
petroleum products, such as lubricants, fuel oils, kerosene, diesel and petrol, for the domestic market
(Table V.8). Indonesia's exports of refined products are relatively minor. amounting to some US$1
billion in 1992-93, representing some 15 per cent ofoil exports. Imports ofrefined products, especially
car diesel and jet fuel, have grown substantially since 1988, although they still represent under
10 per cent of Consumption.

Table V.8
Petroleum production and consumption, 1988-91, selected ears
(Million barrels)

1988 1989 1990 1991m
Crude oil
Production 491.5 514.2 533.7 581.0
Imports 31.2 28.1 47.1 54.0
Exports 276.6 291.5 288.1 330.5
Refinery inputs' 245.8 247.6 275.3 284.1

Refined products
Refinery outputs 245.8 247.6 275.3 284.1

of which:
Kerosene 41.4 43.5 45.6 47.3
Waxy residue 47.2 40.6 41.8 44.3
Diesel 61.3 65.4 72.5 76.6
Fuel oil 18.4 18.4 26.9 27.0
Petrol 37.8 44.1 44.4 48.7
Others 26.0 21.9 28.9 24.3
Losses and fuel for refineries 13.7 13.7 15.2 15.9

Exports 63.7 55.4 57.8 56.0
of which:
Waxy residue 45.3 40.6 42.0 43.3
Others 18.4 14.8 15.8 12.7

Imports 13.3 21.3 23.9 21.8
of which:

Petrol 1.5 6.8 7.4 3.7
Diesel 8.6 13.8 13.8 15.7
Fuel oil 3.1 0.7 2.4 5.2
Others 0.1 O 0.3 0.5

Total supply '82.4 199.6 226.2 234.0
Domestic consumption 171.3 183.6 211.4 266.6b

Change in stocks 11.1 16.0 14.8 -32.6

0
a
b
c

Source:

Negligible.
Preliminary.
Includes natural gas condensate.
Adjusted for swaps and changes in stock.
UNIDO (1993) and Government of Indonesia.
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202. Pertamina's plans to expand refinery capacity, by almost three-quarters or 600,000 barrels
per stream day (bsd) by 1996, were modified following the review of foreign borrowings by public
enterprises by the COLT team. As a result of the review, five oil and gas projects. expected to cost
US$10 billion, were deferred and a number ofotherprojects were put on hold.5" Given these financing
constraints, Pertamina is currently concentrating on expanding and upgrading existing refineries on
Java. Sumatra and Kalimantan.

203. The Government has taken steps to permit foreign investment in petroleum refining, and
100 per cent foreign ownership of refineries is now possible. However, the domestic marketing
arrangements for fuels in Indonesia, including controls over crude oil prices and allocation, as well
as the distribution, marketing and pricing of refined products. constitute major disincentives to foreign
involvement. Pertamina maintains a firm grip on the distribution and marketing of refined products.
Any foreign refinery would have to use imported crude oil and would only be permitted to sell on
the domestic market. at government-fixed prices, to make up any shortfalls in Pertamina's production.
Hence, such refineries would need to be primarily for export.

204. Petroleum products have traditionally been heavily subsidized by the Government, so that
domestic prices on major products. including kerosene, have been maintained at prices well below
international levels. Fuel subsidies. benefiting both producers and consumers, were historically seen
as a means of encouraging industrialization, and as a welfare measure to assist the poor. However,
in an effort to eliminate mounting fuel subsidies (which, with rising consumption. had become an
increasing drain on the budget), the Government announced in January 1993 that fuel prices would,
in future, be set according to world levels. The fuel subsidy was eliminated on all products, except
kerosene. by increasing fuel prices across the board - from 5 to 27 per cent.59 To protect the poor,
the kerosene subsidy was temporarily retained, but at a reduced rate of 33 per cent.

205. However. implementation of the import-parity pricing system is not automatic: fuel prices
continue to be administratively fixed (requiring presidential approval) and will only achieve import
parity if they are constantly adjusted in line with international price movements. According to
REPELITA VI, remaining fuel subsidies are to be phased out over the plan, so that by 1999 domestic
fuel prices are expected to reflect border prices.

206. Although import licences controlled by Pertamina cover only 3 tariff items covering base oils,
lubricating oil and greases containing above 70 per cent mineral oil, Pertamina continues to be the
sole authorized importer (and exporter) of petroleum. Tariffs, which range from free to 10 per cent,
average 5 per cent, which is also the most common rate.

(b) Gas

207. Indonesia is one of the world's major producers of natural gas and is the world's leading exporter
of liquified natural gas (LNG). Over 90 per cent of production is exported as LNG, mainly to Japan,
but, more recently, Korea has become an important export market. Total exports amounted to some
US$4 billion in 1992-93, equivalent to some 40 per cent of Indonesia's petroleum-based exports for
that year.

58Of the eleven large-scale refinery projects then under consideration, five were shelved indefinitely, and
implementation of four of the remaining six was postponed.

59The price increases were equivalent to a weighted average fuel price increase of 24 per cent.
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208. In Indonesia, natural gas is mostly used in nitrogenous fertilizer production, with other uses
being in steel production by PT Krakatau Steel, in cement making, and, increasingly, in petrochemical
production.

209. In order to secure future reserves of natural gas, Esso and Pertamina have been negotiating
details of a production-sharing contract signed in 1989 for the development of the Natuna field.
Pertamina has a 50 per cent share in the project, while Esso is the operator. However, the parties
appear to have recently encountered problems in finalizing a formal agreement regarding the field's
development.

210. Imports of petroleum gas are dutiable at 5 per cent, and can only be made by Pertamina.

211. Petroleum gases, excluding natural gas, are classified as regulated exports and are restricted
to approved exporters. Exports of natural gases are handled by Pertamina.

(xii) Rubber products (ISIC 355; Table AV.2)

212. Although Indonesia is the third largest producer of natural rubber, its rubber processing industry
remains rather limited. and most rubber is exported unprocessed. Nevertheless, domestic rubber
processing has expanded in recent years, and, in 1991, production of rubber goods accounted for
6 per cent of manufactured output. The main rubber products produced are tyres and tubes, hoses,
belts. garments and sports shoes.

213. Tariffs on imported rubber products range from free to 40 per cent, and average 24 per cent.
With the exception of aircraft tyres. which are duty free, imported tyres are dutiable at a tariff rate
of 40 per cent. Imports of most other rubber products, including gloves and hoses, are dutiable at
20 per cent. Imported sports shoes are dutiable at 40 per cent.

(a) Tyre and tube industries (ISIC 3551; Table AV.2)

214. The most important user of domestic rubber is the tyre industry, comprising the manufacture
of tyres and tubes for cars and bikes. The industry is currently dominated by seven producers. Total
production of tyres in 1991 was 14.5 million, of which more than half were for motor cars. Although
the industry produces primarily for the home market, around one-quarter of production was exported
in 1991, compared to about half in 1988.

215. Indonesian tyre exports have encountered intense competition in major export markets of Africa,
Asia and the United States. The industry is increasing production of higher quality radial, as opposed
to bias-ply tyres, using imported synthetic rubber. However, two factories are about to commence
domestic production of styrene butadiene rubber (SBR), and several other tyre inputs, such as tyre
cord and carbon black, are already produced locally.

216. The tyre industry and rubber processing in general has benefited from the export bans applied
to various kinds of iow grade rubber. These bans have suppressed the domestic price of rubber below
world levels. thereby providing an input subsidy to mainly tyre manufacturers. One estimate suggests
that the rate of input subsidy could be around 30-35 per cent, indicating that tyre manufacturers in
Indonesia are obtaining rubber at approximately two-thirds of the world price.60

60Togashi (1993).
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(b) Rubber products n.e.s. (ISIC 3559; Table AV.2)

217. The sports shoes industry has undergone considerable growth during the past decade. Output
has increased from 33.3 million pairs in 1985 to 165.3 million pairs in 1993. Most of this growth
has been for export, which accounts for over two-thirds of production.

218. The rubber gloves industry has declined in recent years, partly due to increased competition
in world markets from Malaysian and Chinese producers. Over half of the 40 Indonesian producers
closed in 1991, and investment interest has declined. Several investment approvals were revoked by
BKPM in 1991 because the projects were not implemented on schedule.

(xiii) Glass and glass products (ISIC 362: Table AV.2)

219. The manufacture of glass and glass products accounted for 1 per cent of total manufacturing
output in 1991. The industry consists of two main segments; the traditional manufacture of glass bottles
and glassware. and the making of sheet glass. Both segments have expanded considerably in recent
years. Production in 1991-92 was 152,000 tonnes of bottles and glassware, and almost 400,000 tonnes
of sheet glass. Although primarily satisfying the domestic market, exports have been increasing; some
one-third of production of bottles. glassware and sheet glass was exported in 1991-92.

220. Tariffs on imported glass and glass products range from free to 40 per cent, and average
22 per cent. Sheet and float glass imports are mainly dutiable at 25 per cent; glass bottles at 40 per cent;
and glassware at 30 per cent.

(xiv) Other non-metallic mineral products (ISIC 369; Table AV.2)

(a) Structural clay products (ISIC 3691; Table AV.2)

221. With substantial deposits of clay, kaolin. feldspar and quartz, Indonesia has a sizeable ceramics
industry based on the production ofmainly sanitary fittings and floor and wall tiles. Although primarily
produced for domestic sales, exports of both sanitary fittings and tiles have increased.

222. Tariffs on imported products classified to this group range from 5 to 30 per cent, but average
21 per cent. Refractory goods are generally dutiable at a uniform tariffof 5 per cent. Ceramic bricks,
roofing tiles, pipes as well as ceramic floor and wall tiles are dutiable at 30 per cent.

(b) Cement, lime and plaster (ISIC 3692; Table AV.2)

223. Cement production is an important industry in Indonesia. It produces several types of cement,
but some 90 per cent is grey (Portland type 1) cement. Annual production capacity is over 20 million
tonnes, split between 9 companies operating 27 plants. The industry comprises both State-owned and
privately-owned firms.61Production in 1991-92 was 16.4 million tonnes, of which about 70 per cent
was produced by private firms.

61In 1992, there there five State-owned firms; two domestic privately-owned firms; and two foreign joint
ventures. One of the State-owned firms, PT Semen Gresik, was partially privatized in 1991 when 40 million
shares were floated publicly. The Government, however, has a major stake in the two domestically-owned private
enterprises.
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224. Cement production is expected to increase substantially during REPELITA VI from
19 million tonnes to over 33 million tonnes. A number of projects, totalling investment of over
Rp 6,000 million, are already licensed. Cement production is a designated "strategic commodity
industry" under the supervision of the Ministry of Industry.

225. Cement production was developed as an import substitution industry to satisfy the domestic
market. Although tariffs were abolished in 1990 to overcome a domestic shortage. the industry remains
highly regulated. being subject to strict production, distribution, marketing and pricing controls. Each
cement factory has to supply an assigned region at government-set check prices."' For example. PT
Semen Padang sells to most ofSumatra, Jakarta, East Java and Bali, and PT Semen Gresik is responsible
for selling cement to the eastern part of Java and South Kalimantan.63 These prices have in the past
operated as trigger prices for official intervention in the form of export quotas or bans to keep prices
within these limits.

226. Cement is classified as a supervised export subject to approval from the Ministries of Trade
and Industry.64 Under the trigger price arrangements. exports were banned in 1990 following a domestic
shortage and upward price pressures. Since then, to insure price stability and to maintain prices at
their check levels, monthly-deterrnined export quotas have operated. The export quota of 2.6 million
tons in 1992 was increased to 3 million tons in 1993. According to Indonesian authorities, export
approvals on cement of 1.805 million tons in 1993 were under-utilized. The main export markets are
the Philippines, Malaysia, Bangladesh, Singapore and Sri Lanka.

227. As a result of these price and other regulatory controls, the domestic price of cement is well
below worid levels, although production remains lucrative for efficient private firms, since check prices
set by the Government are based on the production costs of less efficient State-owned enterprises.

(xv) Iron and steel products (ISIC 371; Table AV.2)

228. Indonesia's iron and steel industry is dominated by PT Krakatau Steel, a fully integrated state-
owned steelworks located at Cilegon near Jakarta. It accounts for three-quarters of Indonesia's steel
output. and produces basic sponge iron. ingots. billets and slabs. Billets, ingots and siabs are also
produced by another 13 manufacturers. The industry has become increasingly reliant on imported
scrap as raw material into steel production.

229. Steel production is a designated strategic industry, and PT Krakatau Steel was transferred to
the supervision of BPIS in 1989. Downstream products have been actively encouraged by government
policy. The main products are steel sheets (mainly hot-rolled coil), galvanized iron sheet, welded pipes,
profiles and wire rods. PT Krakatau dominates the production of steel sheets (both hot and cold rolled
coils), wire rods, reinforcing rods and iron profiles, and is responsible for most of Indonesia's exports.
In 1991, some 10 per cent of Indonesia's production was exported, mainly of hot-rolled coil sheet.
Downstream producers rely on imported ingots, billets, blooms and slabs to supplement their domestic
purchases of crude steel inputs.

62Check prices in all areas were increased in January 1993 by between 7.8 and 9.9 per cent.

63In reality, these sales areas are not strictly complied with, and areas experiencing a shortage often receive
supplies from neighbouring producers.

64Exporting producers of cement are PT Semen Andalas, PT Semen Padang, PT Semen Cibonong and
PT Indocement Tunggal Prabana, which is also licensed to export clinker.
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230. The industry's development has been heavily influenced by high protection against imports
and State involvement. However, rationalizing the industry has been a major focus of the reform
programme, and it has undergone considerable liberalization. In May 1990, many Krakatau Steel import
licences were either abolished and replaced with a tariff surcharge, or converted to IP licences
(Chapter IV). Further changes were made in July 1992 when remaining Krakatau import licences were
shifted to IP licences. Many tariff surcharges were eliminated in October 1993.65

231. Tariffs on imported steel products range from free to 40 per cent, and average 11 per cent.
Substantial tariffescalation exists on basic iron and steel products, and rates vary considerably according
to product specifications. Tariffs on imported basic steel products, such as blooms, billets and slabs,
are either duty free or 5 per cent; on imported uncoated hot rolled coils the rates are either 5 or
10 per cent; on uncoated cold rolled coils are 5 and 15 per cent; on coated and uncoated flat-rolled
products, as well as bars and rods, of from 5 to 25 per cent; on angles and shapes duties are either
30 or 40 per cent; and on wire, from 5 to 30 per cent. Surcharges of mainly 5 and 10 per cent but
also, in the case of angles and shapes, of 10 per cent, apply to several imported products, often on
those goods de-licensed in October 1993. Imports of pipes and tubes are free of surcharges and dutiable
at mainly 30 per cent or, if made of cast iron, 20 per cent.

232. IP licences remain on many coated and uncoated hot and cold rolled steel products and steel
pipes and tubes. However. they apply only to products which are dutiable at a tariff of 5 per cent.66
Only a very low share of domestic production of basic steel products is covered by import licences.
and tariffs have now become the most important measure assisting domestic production of iron and
steel products.

233. Because of the dependence of upstream production on scrap inputs. exports of certain scrap
and waste are subject to export restrictions. Exports of waste and scrap of cast iron as well as alloy
steel, including stainless steel, are banned. Stainless steel exports meeting certain specifications may
be exported if approved by the Ministry of Trade on the recommendation of the Ministry of Industry.

(xvi) Non-ferrous basic metals (ISIC 372; Table AV.2)

234. Indonesia's non-ferrous metals industry is centred around the downstream production of tin,
of which it is the world's leading producer. aluminium, copper and nickel. However, Indonesia's
downstream processing of these metals past the ore stage is rather limited, and most of Indonesia's
output of these metals is exported relatively unprocessed.

235. Tariffs on imported non-ferrous basic metals falling in this ISIC group range from free to
40 per cent, and average 10 per cent.

236. Domestic processing of tin mainly covers the making of solder, for use by the electronics
industry, and tinplate for use in the manufacture of cans. In addition. smail amounts of pewter and
babbit are produced in Indonesia.

65Following the October 1993 package of trade reforms, PT Krakatau Steel announced substantial price
reductions on major products, including hot rolled and cold rolled coil steel, prices of which were lowered by
12 per cent and 8 per cent, respectively.

66The only exception is imports of electrolytically zinc plated steel which are covered by IP licences and
are dutiable at 20 per cent.
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237. Imports of tin are dutiable at rates ranging from 5 per cent (unwrought tin) to 40 per cent
(certain tin articles), but mainly 10 and 20 per cent. Exports of tin bars, rods and profiles, as well
as tin tubes, pipes and fittings are classified as regulated exports and are only exportable by approved
exporters.

238. Aluminium processing is more diversified, and covers the production of an extensive range
of intermediate and end-use products, including extrusions, sheet, foil, wire rods, castings and slugs.
The industry is based almost entirely on processing imported unwrought aluminium and aluminium
scrap, imports of which were liberalized in 1990. Indonesian bauxite is exported unprocessed.
Aluminium is produced under joint venture arrangements using imported alumina, and is exported,
mainly to Japan. The aluminium sheet industry consists of rolling slabs into sheets ofvarying thickness,
using mainly imported aluminium ingots. Although Indonesia is a net importer of downstream aluminium
products. exports have increased, especially ofextruded products, where some 20 per cent ofproduction
was exported in 1991.

239. Tariffs on imported aluminium products range from free to 30 per cent. Imports of unwrought
aluminium as well as waste and scrap are duty free; bars, rods and profiles are mainly dutiable at
10 per cent, except for 15 per cent on wire rods. 20 per cent on certain forgings and 30 per cent on
extruded products; 15 and 20 per cent on wire; mainly 20 and 30 per cent on plates, sheets. strips
and foil; and 10 per cent on pipes and tubes. Surcharges of 10 per cent apply to only one type of
imported plate. Import (IP) licences apply to several items of plates and strips, which have tariffs
of either 20 or 30 per cent.

240. Domestic copper processing, which is based on imported copper, includes the manufacture
of electric and telecommunications cables. Tariffs on imports of copper products range from free to
20 per cent. Imports of unrefined copper, matte, waste are dutiable at 5 per cent; mainly free and
5 per cent on unwrought refined copper, except for 15 per cent on wire bars; mainly 10 per cent on
bars and rods; 15 and 20 per cent on refined copper wire; mainly 5 per cent on foil and plates; and
mainly 10 per cent on tubes and pipes as well as pipe fittings.

241. Exports of copper waste and scrap are banned.

(xvii) Metal products (ISIC 381; Table AV.2)

242. Production of fabricated metal products accounted for some 5 per cent of manufactured output
in 1991, most of which was consumed at home. Goods comprising this group include cutiery, hand
tools. metal furniture and certain fabricated structures, such as reservoirs.

243. Tariffs on products falling within this group range from free to 40 per cent, and average
23 per cent. Imports of all agricultural hand tools, which are dutiable at 30 and mainly 40 per cent.
are subject to import (IT) licences.

(xviii) Machinerv (ISIC 382; Table AV.2)

244. The production of machinery is designated as a strategic industry and is under the supervision
of the Strategic Industries Management Agency (BPIS).
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(a) Engines and turbines (ISIC 3821; Table AV.2)

245. The Indonesian industry consists mainly ofthe production of diesel engines and diesel-powered
generators. Diesel engines are produced for both automotive and non-automotive uses. Production
of diesel engines was 102,000 units in 1991-92, of which about half were used in cars. Output of
diesel powered generators, which amounted to over 13,000 units in 1989, is mainly concentrated in
the low to medium power range (i.e. below 500 KVA). Imports of generators are mainly restricted
to large power generators, and these have increased following the graduai lifting of import restrictions
on these products.

246. Tariffs on engines and turbines range from free to 40 per cent, and average 9 per cent. Imports
of reciprocating piston engines in both cbu and ckd kits for use in motor vehicles are mainly dutiable
at 40 per cent, if used in tractors and other motor vehicles, or at 30 per cent if for use in motor bikes.
Until June 1994, imports of certain cbu engines were subject to AT licences. Imports of ckd engine
kits for motor vehicles (excluding bikes) remain covered by import (IP) licences.

247. Imports of cbu diesel and semi-diesel engines for any use are mainly dutiable at 40 per cent.
while in ckd form they are predominantly duty free. Imports of engines in ckd condition for use in
motor vehicles (including motor bikes), as well as ckd engine kits not used in transportation equipment.
are subject to import (IP) licences.

248. The manufacture of aircraft engines is closed to private, including domestic investment, unless
undertaken in co-operation with the State-owned aircraft manufacturer, PT IPTN.

(b) Agricultural machinery and equipment (ISIC 3822; Table AV.2)

249. Under its agricultural policies of self-sufficiency in major areas of food production, Indonesia
has developed a substantial agricultural machinery industry, including both farm machinery and
food-processing equipment. Indonesia produces a range of hand-operated and ride-on tractors and
rice threshers, hullers, polishers, as well as equipment fer processing tea, palm oil, sugar, coffee and
rubber.

250. Tariffs on agricultural machinery and equipment falling within this ISIC group range from
free to 30 per cent. and average 10 per cent. Milking machines are dutiable at 5, 10 or 15 per cent.
while milling machines. such as rice hullers, are dutiable at 20 per cent. Tariffs of 20 per cent apply
to imported cbu ride-on tractors and cbu hand-propelled tractors. Imports of hand and ride-on tractors
in ckd condition are duty free and subject to import (IP) licences.

(c) Metal and woodworking machinery (ISIC 3823; Table AV.2)

251. Indonesia's machine tool industry remains rather small and unsophisticated. producing mainly
simple equipment. Production, amounting to some 800 units in 1990, consists mainly of drilling
machines, folding/rolling machines, sawing machines, grinding machines, milling machines. cutting
machines and lathes. Domestic production of these machines is equivalent to only 3 per cent of
consumption.

252. Tariffs on imported machinery classified to this ISIC group range from free to 15 per cent,
and average 4 per cent. Machine tools are generally dutiable at rates of 15 per cent, if imported in
cbu condition, and duty free if imported in ckd form. Imports of sawing metal working machines
in ckd condition are covered by import (IP) licences.
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(d) Special industrial machinery and equipment (ISIC 3824: Table AV.2)

253. The main machinery produced in Indonesia falling in this ISIC category is construction equipment
and textile machinery. The construction equipment industry is relatively extensive, making a range
of light machinery, including concrete mixers and asphalt sprayers, as well as heavy equipment, such
as excavators, forklifts, bulldozers and cranes. The light segment ofthe industry has suffered substantial
import competition from China in recent years.

254. Tariffs on products falling within ISIC 3842 range from free to 40 per cent, and average
9 per cent.

255. The heavy equipment segment has received substantially more protection against imports, and
most equipment is produced in Indonesia under licence from foreign manufacturers, such as Komatsu,
Caterpillar, Sakai and Mitsubishi. Most operations are assembly-based, using imported and domestic
components, in accordance with local content/deletion programmes. Imports ofcbu bulldozers, graders
and excavators are duitiable at 20 per cent, whiie, if imported in ckd condition, they are duty free and
covered by import (IP) licences. Fork lifts imported in cbu form are dutiable at 30 per cent, or if
in ckd condition, are duty free.

256. Indonesia also produces a limited range of textile and weaving machinery, most of which is
relatively unsophisticated. Most modern spinning and weaving machinery. such as open-ended spinning
machines and water-jet looms. is not produced locally and must be imported.

257. Following the July 1992 deregulatory package, imports of textile machinery were liberalized,
and weaving and knitting machinery can now be imported mainly at a tariff rate of5 per cent. However,
calendering or rolling machines are dutiable at 30 per cent. or 5 per cent if in ckd condition, for use
in textile manufacture: 30 per cent, if for use in the rubber industry; and 20 per cent, if for use in
the paper and paperboard industry.

(e) Non-electrical machinery and equipment (ISIC 3829: Table AV.2)

258. Duties on non-electrical machinery and equipment range from free to 40 per cent. and average
14 per cent. A wide range of machinery, including, air conditioning units, fans and refrigerators.
produced locally are dutiable at rates ofmainly 20, 30 and 40 per cent. Certain liquid pumps. including
irrigation pumps (which are also produced locally), are dutiable at 30 per cent, if imported in cbu form.
or duty free if in ckd condition. They are subject to import (IP) licences.

259. Indonesia produces substantial sewing machines, mainly for domestic use. However, imports
from China have placed considerable competitive pressure on the local industry. Sewing machines
are importable at a tariff of 40 per cent. while machines for other uses can be imported at a rate of
10 per cent.

(xix) Electrical motors and apparatus (ISIC 3831: Table AV.2)

2o0. Tariffs on imported electrical motors and apparatus falling under this ISIC grouprange from
free to 100 per cent. and average 15 per cent. Imports of electric motors and generators are generally
importable at a rate of 20 per cent, or free if imported in ckd condition. Ckd imports of AC/DC motors
are covered by import (IP) licences.



Indonesia C/RM/S/52
Page 147

261. Certain other electrical equipment, including transformers and inductors are dutiable at mainly

20 and 30 per cent. The highest tariff of 100 per cent applies to starter motors used in the assembly

of sedans or station wagons; for assembly of other motor vehicles, the tariff is 40 per cent. For non-

assembly uses, starters are importable at the rate of 10 per cent. Spark plugs for non-aviation use

are dutiable at 40 per cent.

(xx) Radio. television and communications (ISIC 3832; Table AV.2)

262. Indonesia production of electronics comprises three segments, all designated as strategic

industries under the supervision of BPIS. These are the production of consumer electronics, including

television sets, radios, cassettes, tuners, amplifiers and loudspeakers; the commercial/industrial

electronics segment, which produces mainly telephone sets, and switching equipment, including PABX

exchanges67; and the manufacture of components. such as capacitors, resistors, printed circuit boards

and semi-conductors (Table V.9). Consumer electronics accounts for over half of the value of Indonesia's

electronics production, and represents just under two-thirds of electronics exports. Exports of electronics

and electrical appliances have increased, to some US$1.1 billion in 1992-93, up from US$259 million

in 1990-91.

Table V.9
Production of electrical appliances and products, 1985-86 and

(Thousand units, unless otherwise specified)

1988-89 to 1991-92

198518 1988.9 1989190 1990191 1991t92f

Air conditioners 53.2 67.2 78.8 99.2 114.3
Refrigerators 148.8 104.0 138.3 158.9 193.9

Light bulbs and tubes (million units) 86.0 107.9 137.8 171.7 221.2

Electric fans 992.0 664.1 824.7 923.6 1.011.3

Electric organs 0 17.1 18.5 1$.7 '2.1]1
Cameras n 573.8 :.278.1 1.643.1 1,782.0

Car radios and cassette players 353.0 444.8 536.9 692.5 1,467.4

Television sets 750.0 521.9 796.6 1.082.0 1.010.5

Radios, radio cassettes l.883.4 1.535.9 2.338.6 3.091.7 3.246.3

Amplifiers 111.3 136.4 136.4 167.9 149.9

Tuners 187.4 154.4 234.4 684.9 1,097.8

Loudspeakers 1.875.0 18.240.0 22.800.f) 48.700.0 54.198.0
Telephone exchanges and PABX 80.0 148.9 169.0 206.0 365.7
(thousand lines)

High-frequency single side band sets 2.0 2.6 4.7 5.8 5.2

Telephone receivers 112.0 115.9 68.7 223.0 581.1

Integrated circuits (million units) 274.9 41.2 59.8 26.0 49.9

0 Negligible.
a Preliminary.

Source: UNIDO (1993).

67The telecommunications segment of the industry comprises two large public companies and 28 small and
medium private firms. using technical alliances with major international companies, such as Siemens, Ericsson,
Bell Telephone and NEC. Over 60 per cent of output covers telephone sets and switching equipment.
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263. The Indonesian electronics industry largely evolved as a heavily protected import-substitution
industry based on the assembly ofimported ckd kits using local components under local content/deletion
programmes. However, as part of the reform programme, the Government has attempted to shift the
emphasis of electronics production from import substitution to export orientation. This started with
the removal of import bans on radios and televisions in May 1990.

264. The main segment of the consumer electronics industry remains the production of television
sets, which meets some three-quarters ofdomestic consumption. However, unlike radios, tape recorders
and cassette recorders which are export-oriented, exports of televisions are negigible. There has been
strong growth in the production of video-recorders, largely produced in foreign investment projects.
The main international firms, including Sony, Sharp, Sanyo, Toshiba, Mitsubishi, JVC and National,
are actively involved in joint-venture operations.

265. Tariffs on goods classified to this ISIC group range from free to 40 per cent, and average
15 per cent. However, most consumer electronics are dutiable at tariff rates of 20, 30 and, in the
case of mainly radios, television sets, videos and cameras, at 40 per cent. Imports of telecommunications
equipment where there is domestic production (telephone sets. switching equipment and telephone
exchanges) are mostly dutiable at 20 and 30 per cent. Tariffs on imported components, including
capacitors, resistors and integrated circuit boards, are generally duty free or 5 per cent.

266. The Indonesian electronics industry mainly uses imported components, with only some
10 per cent of components being sourced locally. All picture tubes for television sets are imported
(there being no local production), and imports of other components have risen substantially over recent
years. aided by the decision in May 1990 to lower tariffs to below 5 per cent (mainly duty free) on
imported components. Tariffs and surcharges on inputs used in making electronic components were
also eliminated in October 1993 in an attempt to encourage component production.68 Although there
is substantial domestic production ofsome components. some three quarters of production is exported.

(xxi) Other electrical apparatus (ISIC 3839; Table AV.2)

267. Indonesia produces light bulbs and tubes. mainly for domestic use. Production has increased
from 108 million units in 1988-89 to more than 1 billion units in 1991-92.

268. Tariffs on electricai apparatus range from free to 60 per cent, averaging 23 per cent. Imports
of light bulbs are dutiable at a tariff rate of 40 per cent, while tubes are dutiable at mainly 30 and
40 per cent.

269. Exports of wooden light fittings and timber parts of lamps are classified as "regulated" exports
and can only be made by approved exporters.

(xxii) Transport equipment (ISIC 384; Table AV.2)

270. Production of transport equipment is important in Indonesia, and represented some 9 per cent
of the value of manufactured output in 1991. Tariffs on imports of transport equipment range from
free to 275 per cent, and average 41 per cent.

68Grundig has since announced plans to construct a plant producing electronic components in Indonesia.
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(a) Shipbuilding and repair (ISIC 3841; Table AV.2)

271. Indonesia's shipbuilding and repair industry is a designated strategic industry, with the State-
owned shipbuilding enterprise, PT PAL, being under the supervision of BPIS. The other major
shipbuilding firm is also State-owned. The industry is mainly based on the construction of small ships
with a capacity of below 1,000 gross registered tones (GRT). PT Pal is one of the few firms to have
the facilities to construct larger ships of up 30,000 GRT.

272. In order to assist the construction of Caraka Jaya ships designed by PT PAL using mainly
local content, the Government banned imports of new and second-hand ships in 1984. However, local
production fell way behind schedule, and prices of Caraka Jaya freighters substantially exceeded
international levels. As a result, the Caraka Jaya programme was changed, and the import prohibition
on vessels lifted in the late 1980s. However, the import ban was re-introduced on second-hand vessels
of below 5,000 DWT in 1991.

273. The second stage of the Caraka programme was launched in mid-1991 with the Government
contracting out the construction of24 ships to five shipyards. This is expected to be finished in 1994-95,
when the third stage, including the construction of another 32 Caraka ships. is due to commence.

274. The Government's reform programme has lifted many of the import restrictions on imported
inputs, such as steel, and this has substantially helped the Indonesian shipbuilding and repair industry.
This has helped Indonesia to win several major export orders, including firms from Sweden, Singapore
and Germany. Exports of ships have increased substantially from US$8.4 million in 1989 to
USS95.4 million in 1991. The shipbuilding industry, however, still suffers from substantial excess
capacity.

275. Tariffs on ships are. with the exception of pleasure craft that are dutiable at 10 per cent, can
be imported duty free.

(b) Motor vehicles (ISIC 3843; Table AV.2)

276. As a designated strategic industry under the control of BPIS, the motor vehicle industry has
developed based on private assembly operations that have been heavily assisted by the Government.
Since the early 1970s, the Government has sought to attract foreign assemblers into Indonesia and to
maximize the degree of local assembly and use ofhome-made components . To achieve these objectives,
the Government banned imported cbu cars, while allowing imports of ckd kits, and it pursued deletion
programmes to reduce progressively the share of imported components in locally assembled vehicles
(See also Chapter IV).

277. Motor vehicle production, aided by the import prohibitions, increased from 166,700 units
in 1988-89 to 260,500 units in 1991-92. Exports are minimal, and the motor vehicle industry has
developed on the basis of import substitution, totally dependent on government support. Component
production, especially of spark plugs, shock absorbers, wheel rims. filter elements and engines, expanded.
assisted once again by government assistance via the deletion programmes (Table V. 10). However,
the results fell short of expectations, and overly-ambitious plans for full local content have had to be
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postponed several times. Indeed, in 1991, the local content on motor vehicles ranged from 70.6 per cent
to 14 per cent on commercial vehicles, and was 27.1 per cent for non-commercial cars.69

Table V.10
Production of automotive components, 1985-86 and 1988-89 to 1991-92
(Thousand units/sets, unless otherwise specified)

1985/86 1988/89 1989/90 1990191 1991/92

Shock absorbers 819.3 756.6 1,202.3 1,491.2 1.550.9

Radiators 121.1 143.8 170.6 244.() 2-6.2

Exhaust systems 209.5 233.6 311.5 225.7 239.3

Filter elements 3,586.0 2.998.6 3,558.6 4,216.7 4,554.0

Pistons 326.8 718.! 570.0 627.8 609.5

Piston rings 2.372.8 2,725.5 3.010.3 3.664.3 3,957.5

Spark plugs 12,497.0 22.971.9 27,195.7 30.806.0 33.886.5

Diesel engines 11.5 47.8 35.9 45.9 50.0

Petrol engines 48.0 19.6 156.6 136.7 160.0

Cabins 103.6 115.0 128.2 138.7 136.0

Chassis 115.5 122.3 183.0 235.6 231.0

Axles 62.4 120.3 138.2 196.0 192.2

Propeller shafts 62.4 120.3 138.2 196.0 192.2

Rear bodies 83.9 48.2 53.0 66.9 65.6

Brake systems 15.0 291.9 273.2 319.6 313.4

Wheel rims 447.4 695.7 759.8 995.6 1.015.5

Fuel tanks 88.5 135.3 143.7 157.2 161.9

Leaf springs (thousand tonnes) 8.9 19.0 22.2 25.3 25.5

Seat assemblies 114.9 380.5 244.4 199.7 207.6

Clutch systems 0 119.6 129.5 144.8 141.9

Transmissions 0 126.4 146.8 209.4 205.3

Steering systems 0 158.0 133.8 153.6 150.6

0 Negligible.
a Preliminary.

Source: UNIDO (1993).

278. These arrangements were changed by the deregulatory automotive package introduced in June
1993. This package, introduced in five decrees, replaced the deletion programme on components with
a local content scheme in which the tariff on motor vehicles and their components varies inversely
with the share of home-made parts comprising the final product. The import ban on cbu vehicles was

69The latest deadline for full localization for 1990, set in 1987, failed. In 1991, official percentage levels
of local content on commercial vehicies were 70.6 for category I (gvw below 2.5 tonnes); 42.8 per cent for
category Il (gvw 2.5 to 8.9 tonnes); 38.7 per cent for category III (gvw 9 - 23.9 tonnes); 40.6 per cent for
category IV (general purpose vehicles and jeeps); and 14 per cent for category V (gvw exceeding 24 tonnes).
These levels are likely to overstate the actual level of local content since many of the home-made components
were themselves assembled from imported ckd kits, due to tariffs of up to 50 per cent being imposed on cbu
imported components.
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also replaced with a system of high tariffs and surcharges, as well as import (IT/AT) licences on some
models, and the distinction between cbu and ckd imports was deleted from the tariff.

279. Imports of non-commercial motor vehicles are subject to base tariffs of either 100 (mainly
jeeps and minibuses) or 175 per cent (mainly passenger motor vehicles). Commercial vehicles are
dutiable at tariff rates ranging from free to 100 per cent, depending on size and type of vehicie.70
A tariff surcharge of 100 per cent applies to passenger motor vehicles, while a surcharge for other
than domestic product types of 40 per cent applies tojeeps, minibuses and most commercial vehicles.
However, imports of cars assembled in Indonesia (comprising car brands from 23 manufacturers) are
exempt from the surcharge. Thus. imports of vehicles not assembled in Indonesia are dutiable at tariffs,
inclusive of the surcharge, ofup to 275 per cent in the case ofpassenger motor vehicles and 140 per cent
in the case ofjeeps and minibuses. According to the announcement, the Government intends to reduce
tariffs on motor vehicles gradually over 15 years to a maximum of 20 per cent. Tariffs on imported
motor vehicles were reduced from 200 to 175 per cent in June 1994, thereby lowering the maximum
duty, including the surcharge, to 275 per cent.

280. Imported non-commercial vehicles paying the tariff surcharge (i.e. those not produced in
Indonesia) are only importable under (IT/AT) licences by traders approved by both the Ministries of
Trade and Industry.71 As well, imported motor vehicles are subject to a discriminatory luxury sales
tax arrangement. Cars, having an engine capacity of 1600cc or below and 60 per cent or more local
content, are taxed at a rate of 20 per cent, while those with lower local content, including imported
cbu cars, are taxed at a rate of 35 per cent. This tax rate differential of 15 per cent provides, in effect,
additional tariff protection to local car manufacturers, equivalent of up to a 56 per cent tariff.72 Both
imported and domestically made commercial vehicles pay the standard sales tax rate of 20 per cent.

281. Under the revised local content arrangements, concessional tariff rates are granted to different
categories of vehicles (such as passenger cars, small pick-up trucks, minibuses, buses and trucks) based
on the percentage of the vehicle's components sourced locally. For all vehicle types, a local content
of below 20 per cent results in ckd kits paying the full tariff rates of 30 or 40 per cent for commercial
vehicles (depending on size), and 100 per cent for non-commercial cars. To encourage component
production in areas historically having little local content, tariffs were also abolished on inputs used
in the manufacture of priority car parts, namely transmissions, axles, steering systems, alternators and
starters.

282. Certain important details of the revised plans have not yet been announced, such as on how
local content is to be calculated and by whom. However, the replacement of the import ban on
cbu vehicles with very high tariffs and surcharges represents a market opening. Local content plans
based on tariffincentives, although themselves a major source of inefficiency, are likely to be preferable

70Imports of buses are dutiable at 100 per cent if gvw is 5 tonnes and below; 40 per cent for gvw between
5 and 24 tonnes; and either duty free (ckd), or 5 per cent (cbu), if gvw exceeds 24 tonnes. Other commercial
vehicles, such as trucks, are dutiable, depending on gvw, at mainly 40 and 60 per cent. The main exceptions
are dumpers and heavy trucks exceeding 24 tonnes gvw - such dumpers and cbu trucks have a tariffof5 per cent,
while imported ckd trucks are duty free.

71Vehicles produced in Indonesia are importable under the general import (IU) licence.

72Since the sales tax is levied on the tariff-inclusive price of imported cars which, with the surcharge, is
currently 275 per cent, the sales tax differential of 15 per cent would be equivalent to an additional tariff of
56 per cent.
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to deletion programmes. At the very least, the change will remove previous distortions which, by
taxing differently cars that were close substitutes, tended to favour sedan-like commercial vehicles
over passenger cars.73

283. However, very high tariffs and surcharges, especially on vehicles not assembled in Indonesia
(which are also subject to import licences), mean that the production of motor vehicles and components
carry high economic costs. The industry consists of some 16 local assemblers producing some 22 brands,
with over 50 per cent excess capacity. Although some 85 per cent of sales are accounted for by three
producers, there is little realization ofeconomies of scale. The components industry essential assembles
imported parts and lacks the capabilities of efficiently producing original equipment (oe) components.

284. Private, including foreign, investment in the manufacture ofmedium and light trucks, pick-ups,
buses, minibuses, multi-purpose vehicles like jeeps, sedans and station wagons, is closed, unless new
manufacturers implement the same localization plans as existing firms.

(c) Motor cycles and bicycles (ISIC 3844; Table AV.2)

285. Indonesia's motorcycle industry has also developed assembly operations using imported ckd
kits. encouraged by high protection against final imports. A phased local content plan, issued by decree
in 1983. stipulated full local content for engines in motor cycles from 1987. Although only some three-
quarters of bikes are made from local components, imports of engines, even in ckd kits, except for
scooters, ceased from 1989.74 Production of motor bikes, assisted by an import ban, increased from
281.000 units in 1989-90 to 435,500 units in 1991-92.

286. As in the case of motor vehicles, new arrangements were introduced in June 1993 to replace
the import ban on cbu motor bikes with high tariffs and surcharges; tariff concessions were also provided
on imported components, according to the local content level. Tariffs on imported motor bikes with
an engine capacity not exceeding 250cc are dutiable at a tariff of 40 per cent; on bikes with larger
engines the tariff is 100 per cent. Surcharges of 100 per cent apply to imported bikes with an engine
capacity exceeding 250cc if there is no equivalent production in Indonesia. Thus. bikes with large
engines, are dutiable at a total rate of 200 per cent, and small bikes, irrespective of whether they are
produced locally or not, are dutiable at40 per cent. Imports ofall bikes not produced locally are covered
by import (IT/AT) licences, while bikes equivalent to models produced in Indonesia may be imported
under general (IU) licence.

287. To encourage local content, motor bike manufacturers exceeding 40 per cent local content
are entitled to import components duty free. Increasing, but still concessional, tariffs are paid on
imported components as local content of the bike declines, and the assembler pays standard tariffs of
30 per cent on imported components in ckd kits at local content levels below 20 per cent.

73This was a deliberate policy by the Government to encourage the production of category 1 (gvw of below
2.5 tonnes) commercial vehicles. The sales of the Toyota Kijang, assembled locally using Toyota components,
which, as a priority 1 commercial vehicle that had met its deletion target, had a zero tariff on imported components.
The deletion programmes for passenger cars only allowed ckd sedan kits to be imported at a tariffof 100 per cent.
As a result, commercial vehicles that were highly substitutable for passenger motor cars, including the Kijang,
had achieved some 60 per cent of the Indonesian motor vehicle market. However, the new arrangements will
end this preference, and sedans with local content above 60 per cent will also face zero tariffs on imported
components.

74Scooter engines are still imported as part of ckd kits.
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288. Bicycles are also produced in Indonesia. The industry has expanded recently, and is producing
advanced racing and other bikes using imported components. Production has increased from 1.5 million
units in 1989 to 1.9 million in 1991. Though mainly satisfying the domestic market, exports have
grown, and in 1991 some 20 per cent of production was exported.

289. Tariffs on imported bicycles are 40 per cent, except for racing bikes which are dutiable at
20 per cent.

290. Private, including domestic, investment in manufacturing bikes is closed, unless localization
plans of existing manufacturers are met.

(d) Aircraft manufacture (ISIC 3845; Table AV.2)

291. Indonesia's aerospace industry consists of the state-owned company, PT IPTN, which, as a
designated strategic industry, is supervised by BPIN. Aerospace production and research by PT IPTN
has been given high priority by the Government as a means ofexpanding Indonesia's R & D capabilities,
and has benefitted from public funding estimated to total over US$1 billion (Box IV.2). Additional
interest-free government loans of Rp 400 billion have recently been provided to PT IPTN, financed
from Indonesia's re-afforestation fund.75

292. According to the Minister of Research and Technology, who is also the president of PT IPTN,
the operations of PT IPTN are "80 per cent aimed at commercial purposes and 20 per cent for military
goals".76 To date, Indonesia's production of some 220 aircraft, both fixed-winged and helicopters.
have been sold mainly domestically to government departments, such as the army, and smaller air
transport firms that were obliged to purchase them in preference to imported planes. Minor exports
of about 50 planes have been made to Thailand and Malaysia. Most previous production was carried
out under licence from foreign manufacturers, such as the Spanish firm Construcciones Aeronauticas
SA, the German firm Messerschmitt-Bolkow-Blohm (MBB). the French firm Aerospatiale and Bell
Helicopters from the United States.

293. PT IPTN's current project, the development of a new 50-seater aircraft (the N-250). was
designed entirely by PT IPTN and is expected to become operational in 1994-95. Although some orders
have been taken, likely sales appear to be well down on levels needed to make the project a commercial
success. To improve sales, the Indonesian Government recently concluded a counterpurchase deal
with Malaysia involving the purchase by Indonesia of motor vehicles in return for Malaysia buying
the N-250 aircraft.

294. PT IPTN is also conducting feasibility studies into developing aeronautical navigation satellite
to be used by planes for landing.

295. Private, including domestic, investment in aircraft manufacture is closed unless in conjunction
with PT IPTN.

76The Minister of Research and Technology, Mr B.J. Habibie, reported in The Jakarta Post, 30 May 1994.

75The Jakarta Post, 5 July 1994.
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(xxiii) Photographic and optical goods (ISIC 3852; Table AV.2)

296. Tariffs on photographic and optical goods range from free to 30 per cent, and average
17 per cent. Imports of cameras and projectors are dutiable at mainly 30 per cent, depending on film
size and type of use; and frames and spectacles are dutiable at 30 per cent.

297. Indonesia's production of cameras has expanded substantially, from 574,000 units in 1988-89
to 1.782 million in 1991-92 (Table V.9).

(xxiv) Musical instruments (ISIC 3902; Table AV.2)

298. Tariffs on imported musical instruments, excluding musical boxes which are dutiable at
30 per cent, are either 20 or 40 per cent, and average 26 per cent. Tariffs on imported pianos and
organs in ckd condition are dutiable at 20 per cent, while cbu imports of these goods are dutiable at
40 per cent.

299. The differential duties on ckd and cbu imports of electric organs has encouraged the development
of a domestic electric organ industry, mainly using imported ckd kits. The industry has expanded
production from 17,100 electric organs in 1988-89 to 22,100 units in 1991-92 (Table V.9). Imports
of electronic organs in ckd condition are subject to import (IT) licences.
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VI. TRADE DISPUTES AND CONSULTATIONS

1. Indonesia has no statutory domestic procedures for conducting consultations or negotiations
with trading partners in the event of trade disputes.

2 In general, Indonesia discusses issues which are likely to give rise to trade disputes bilaterally
with the country concerned. Trade disagreements may be also be raised using the various procedures
available under the Multifibre Arrangement (MFA), and other bilateral and regional arrangements,
such as ASEAN.

(1) Disputes under GATT or the Tokyo Round Codes

3. Although Indonesia supports the use of the GATT dispute settlement procedures as a means
of resolving trade conflicts multilaterally, it has never been involved in any formal GATT dispute
settlement cases, either as a defendant or applicant.

4. Article XXIII consultations were last held with the United States in 1991. These covered,
inter alia, allegations by the United States that Indonesia had maintained quantitative restrictions on
certain agricultural commodities that were inconsistent with Article XI. Indonesia's log export bans
were also the subject of Article XXII discussions with the EC in 1987, and of the GATT Surveillance
Body in 1989.

5. Mandatory labelling regulations introduced by Austria in June 1992 on tropical timber, including
non-mandatory quality marks for timber products from logs felled from sustainable forests, were raised
by Malaysia, on behalf of ASEAN members. at the GATT Council on 22 October 1992.' ASEAN
members claimed that these arrangements were arbitrary and discriminatory, and in violation of Articles
I and III of the General Agreement. Following bilateral and plurilateral consultations between the
relevant parties, the Chairman ofthe GATT Council announced on 9-10 February 1993 that the Austrian
Government had agreed to amend the labelling legislation.

6. Singapore, on behalf of ASEAN members, raised at the GATT Council in July 1993 the
imposition by the EC of a common quota system to replace other restrictions on imports of preserved
sardines and tuna.² According to ASEAN members, this change increased restrictions against imports
and were contrary to Article XI: 1. and possibly Article II ofthe General Agreement. ASEAN members
also submitted a standstill notification on this matter to the GATT Surveillance Body in October 1993.³
The EC rejected the Indonesian claim that the new EC import arrangements for sardines and tuna
contravened the GATT standstill commitments.

(2) Disputes under the Arrangement Regarding International Trade in Textiles

7. Indonesia has not been involved in any disputes under the Multifibre Arrangement since 1984.

'GATT document L/7110, 23 November 1992.

²GATT document L/7264, 9 July 1993.

³GATT document MTN.SB/SN/27, 8 October 1993.
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(3) Other Disputes

8. Indonesian exports of pencil slats to the United States was investigated by the United States
Trade Representative under Section 301 in October 1992. Under question was Indonesia's policy of
imposing export taxes on timber raw materials used in pencil slats. However, a negative determination
was announced by the US on 31 December 1992, and the case was dismissed.

9. The United States is considering withdrawal of Indonesia's GSP status for what it sees as
violation of workers' rights by the Indonesian Government. A final decision by the US, which was
due to be announced in February 1994, was postponed by six months, and is currently in suspension.
Some US$600 million of Indonesian exports, representing 16 per cent of its total exports to the US,
currently receive duty free GSP treatment. These cover mainly Indonesian exports to the US of textiles
and footwear.
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Table AV.1
Trade measures applied in Indonesia to agriculture and primary industries, by ISIC category, 1994
(Per cent)

Tariffsb

ISICCode products Dispersion Measures affecting production and

~~~~~~~~~average Range variationc I
Agriculture, forestry and fishing
Agriculture and livestock production

Live animals

Milk and cream

Vegetablesd

Fruit and nutse

Coffee, tea and spicesf

15s 040h 80(12)
l5s 0-40^ 77(12) Phytosanitary, health, non-radiation

certificates; export taxes; export
bans

8 0-4() 117(9) Quantitative and health regulations;
import licences (TP) on pure-bred
breeding fowls: supervised exports:
export taxes

30 30-30 (0) Import (IT) licences; local content

27 0)3()

23 5-30

26 0-30

plan; quotas
29(8) Import (IT) licence and quota (garlic):

fertilizer and irrigation subsidies
33(7) Floor price scheme (peanuts):

fertilizer and irrigation subsidies
34(9) Regulated exports and retention

scheme (coffee): import quality
controls (coffee. nutmeg. mace);
import (IT) licences and marketing
arrangements including floor price
scheme (cloves):exporttaxes (light
pepper): fertilizer and irrigation
subsidies

4 0-2( 110(5) Import(BULOG) licences (rice and
wheat): supervised exports (husked
brown rice): marketing arrangements.
including floor price scheme (rice):
farm intensification programmes;
fertilizer and irrigation subsidies

7 0-30 66(5) Import (BULOG) licences (soybeans
and soymeal): marketing
arrangements, including floor price
scheme soybeans and soya meal):
farm intensification programmes.
acreage controls (soybeans), fertilizer
and irrigation subsidies: local content
plan (soya meal): supervised exports:
(soybeans and soya meal)

Tobacco

Cottonh

Rubber'

121 Forestry

122 Logging

130 Fish and shellfish. live. fresh or frozen

1301 Ocean and coastal fishing

1302 Fishing n.e.c.

15
0

7

15-15

0-o

5-2(1

9 (è-1 5

( (-15

25

24

28

0(O0

0(0)

72(5)

23(2)
742(2)

0-30 37(9)
0-30 4<1 0)

0-30 24(7)

Export bans (low quality): export
quality controls

Export han (rattan planting materials)

Logging licences tied to establishment

of wood-processing facilities:

royalties and logging fees. including
reforestation fund: logging controls

animal at sustainable management of

forests: export taxes

Supervised exports; export hans

(Cont'd)

III

Cereals

Oilseedst
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Tariffs

ISIC Products Dispersion Measures affecting production and
Code Simple Coeff. of trade

average Range

210 Ceal mining 5 5-5 0(0) Regulated exports; State-owned
duopoly; marketing arrangements;
profit sharing for foreign joint
ventures; supervised exports

2 Mining and quarrying 6 0-30 95(6)
220 Crude petroleum and natural gas 4 0-5 67(3) Regulated exports State-owned

production monopolies: marketing arrangements;
exploration incentives; profit-sharing
contracts for foreign joint ventures;
commodity taxes

230 Metal ore mining 4 (-5 49 2) State-ownership
2301 Iron ore mining 0 0-0 0(0) Export tax: supervised exports
2302 Nonferrous ore mining 5 0-5 22(1)

Manganese 0 0(0)
Other 5 5-5s(0M Export tax; regulated and supervised

exports, export quotas (tin)
290 Stone quarrying and other mineral mining 6 0-30 98(6)
29t) Stone quarrying, clay and sand pits 8 0-20 83(6) Supervised exports (kaolin)

290 Chemical and fertilizer mineral mining 3 0-5 85(3)
2903 Salt mining 20 0-3- 87(17) Supervised exports
2909 Mining and quarrying n.e.s. 5 0-20 79(4)

a Descriptions cover the goods produced by ISIC production activities since the measures affecting trade and production (such as
tariffs. import licensing and exportcontrols) are applied on a product basis. The table has heen constructed using a concordance
developed by the Secretariat between the customs classification (Harmonized System) and 4-digit ISIC activities.

h M.f.n. rates including import surcharges.
c The coefficient of variation (cv) is derived by dividing the standard deviation (given in brackets) by the average tariff rate. The

,-v is a measure of relative dispersion: the higher the coefficient. the more disperse. and hence distortive. is the tariff structure.
d Covers HS items 07.01-09.
e Covers HS item 08.01-10 and 08.13.
f Covers HS items 09.01-10.
g Covers HS items 12.01-14.
h Covers HS item 52.01.
i Covers HS item 40.01.

Source: GATT Secretariat estimates.
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Table AV.2
Trade measures applied in Indonesia to manufacturing industries, by ISIC category. 1994
(US$ million and per cent)

Tariffsb

ISIC Products Dispersion Simple Measures affecting production and trade~~~~f~~~f~Lo CoefT. oraverage Range variation c

3
311
3111

Mtantlfacturtng
Food products
Meat products

31 12 Dairy products

3113 Fruit and vegetable canning
3114 Fish-canning and processing
31 15 Vegetable & animal oils/fats

3116 Grain mill products

3117 Bakeryproducts
3118 Sugar

3119 Cocoa. chocolate and sugar confectionery
312 Other fond products and animal feeds
311 Other food products
3 1-2 Prepared animal feeds

'O
23

0-275 103<21)
0-10 51(12)

23 10-4) 50(12) Approval from Ministry of Agriculture,
health and safety, certificates for
recognized veterinarian in exporting
country: packing. making and scaling
requirements

0-40 51(12) Imports (LT) licences: local content plan;
quotas

29 1040 32(9) Regulated exports (manioc)
24 0-35 3(0<7! Export hans
14 0(40 63(9) Import (BULOG) licence (soyameal):

import (IP) licence (soybean oil-cake);
investment restriction-. (cooking oil);
supervised exports (crude palm, kernel and
coconut oils)

12 0-40 80(10) Import (BULOG) licences (wheat and rice
flour); marketing and pricing
arrangements (wheat flour; supervised
exports

30 2X5-4 15(5)
3 0-10 172(f5

25
16
18
10

10-40
0-40
0-40
,--,O

30(7)
66(11)
610(1)
59<6)

Import (BULOG) licences marketing and
pricing arrangements: production quotas

Regulated exports (coffee)
Local content plan (soymeal): permit from
Ministryof Agriculture (where product is
also useable for human consumption):
maximum aflatoxin levels

313 Beverages
3131 Distilling, rectifying and blending spirits

313'2 wines

3133 Malt liquors

3134 Soft drinks and mineral waters

314 Tobacco products

321 Textiles
3211 Spinning, weaving and finishing textiles

3212 Made-up textile goods,exc. wearing apparel

3213

72I4
3215
3219

Knining and crocheted fabrics
Carpets and rugs
Cordage, rope and twine

Textile n.e.s.

111 0-170 63(70)
144 40-170 3651) Import (IT) licences. closed to private

investment,. unless output entirely
exported; State-trading.

147" 10-170" 30<44) Import (IT) licences. closed to private
investment. unless output entirely
exported: State-trading

14 5-40 1 1816) Import (IT) licences: closed to private
investment, unless output entirely
exported: State-trading

22
29

26
23"

34
35
10
18

0-30 61(14)
10-40" 28(8) Differential excise taxes: marketing and

pricing arrangements (cloves)
0-40 38(10)
('«40t 39(9)

0-40 37(10) Regulated export (parachutes): impont
(BULOG) licences

25-40
20-35
5-15
-30

17(6)
7(2)

29(3)
6h1(i i

(Cont'd)
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Tariffsb

ISIC Products* DispersionSimple - Measures affecting production and trade
Code

S_____ Simple_______ Coeff. of
average Range variationc

Clothing (except knitted or crocheted)
Leather and leather products

Tanning and leather finishing
Fur dressing and dying
Leather products. exc. footwear & clothing

324 Leather footwear
3-31 Wood products, except furniture
331 1 Sawmills, planing and other wood mills

331;2 Wooden and cane containers and cane ware

1319 Wood and cork products n.e.s.

332 Wooden furniture
341 Paper and paper products
341 1 Pulp, paperand paperboard

3412 Containers, paper & paperboard boxes

3419 Pulp, paperand paperboard n.e.s.

342 Printing and publishing
351 Industrial chemicals
351 I Basic industrial chemicals (exc. fertilisers)

351 Fertilisers and pesticides

351 3' Synthetic resins, plastic materials and

man-made fibres (except glass)
352 Chemicals products and pharnaceuticals
352 I Paints, varnishes and lacquers
3522 Drugs and medicines

35
12M
5

24

35

36

21
19

30
19"

31
20
1e
22
21"
19

10
7h

0-40
0-40
0-20
5-40
2040

19(7)
88(16)
167(9)
41(10)
22(7)

20-4) 20(6)
0-30 34(7)
15-30 24(5)

30-30
0-30"
20-40
0-40
o4oh
5-30
0-30"
040
(040
040"

00)
63(12)
20(6)

52(11)
54(1O)
51( 1)
48(10)
93(18)
107(10)

94(7)

Regulated exports

Export taxes (leather and hides)

Regulated exports handbags): input
subsidy (export tax on leather)

Export taxes (sawn timber, logs and
rattan); investment controls; regulated
exports

Supervised exports

Import bans (printed material)

7 0-30 163(11) Import (IT)licences; import bans
(pesticides); price and marketing controls;
fertilizer subsidy; input subsidy/natural
gas); supervised exports; investment
controls

16" 0-40" 85(13) Import (IP) licences; LARANG import
licences (plastic scrap)

15
23
5"

0-50 91(13)
0-40 57(13)
()404 138(7) Registration requirements; investment

controls

3523 Soaps, cleaning preparations and perfumes
3529 Other chemicals n.e.s.

353

3.54
355
3551

3559

Petroleum refineries

Petroleum and coal products
Rubber products
Tyre and tube industries

Rubber products n.c.

356 Plastic products
361 Pottery, china and earthenware
362 Glass and glass products
369 Other non-metallic mineral products
3691 Structural clay products
369r2 Cement. lime and plaster

3699 Non-metal mineral products n.e s.

29 5-40 g9(9)
I5 0-50 84<12) Import (Dahana) licences (explosives):

investment controls
5 0-10 30(2) Import (IT) licences: State-trading

(Pertamina): Import (Pertamina) licences;
import controls: export controls:
regulated exports (gas): price and
marketing controls; fuel (kerosene)
subsidies

6

24h

32"

22"
35
29
22
20
21

1

0-25
0-4

0-40

5-40

0-40

040

0-40

5-30

0-5

95(6)
59<14)
35(1)
64(14)
30(10)
35(10)
56(12)
74<15)
57(12)
190(7)

Export bans on rubber. supervised exports
Export bans on rubber

Price and marketing controls: supervised
exports: export quotas

22 0-40 65(14)

(Cont'd)

323 i

32-33

15
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Tariffsb

ISIC Productsb Dispersion Measuresaffecting production and trade
Code Simple Coeff. of

average Range variationcionc J

371 Iron and steel products

372 Non-ferrous basic metals

381 Metal products
3811 Cutlery, hand tools and hardware
3812 Metal furniture and fixtures
3813 Structural metal Products
3819 Fabricated metal products, except

machinery and equipment n.e.s.
382 Machinery
3821 Engines and turbines

3822 Agricultural machinery and equipment
3823 Metal and wood working machines
382.4 Special industrial machinery and equipment

3825
3829
383
3831
3832
3833
3839
384
3841
3842
3843

Office, computing & accounting machinery
Non-electrical machinery and equipment

Electrical machinery
Electrical motors and apparatus
Radio, television and communications
Electrical appliances and houseware

Electrical apparatus n.e.s.

Transport equipment
Shipbuilding and repairing

Railroad equipment

Motor vehicles

3844 Motorcycles and bicycles

3845 Aircraft manufacture

3849 Other transport equipment
385 Professionalandscientificequipment
3851 Professional and scientific. measuring and

controlling equipment n.e.s.
3852 Photographic and optical goods

3853 Watches and clocks
390 Other manufactures
3901 Jewellery and related articles

3902 Musical instruments
3903 Sporting goods

3909 Other manufacturing n.e.s.

Il" 040", 89(10) Import (IP) licences: State-trading (PT
Krakatau Steel); export ban on scrap

10 0.40 89(9) Regulated exports (tin); Import (IP)
licenses (aluminium), export ban on
copper scrap

23
24
3lh

23
21

0;40
5-40

1 5-40"
0-40
0-40

48( 1)
45<11)
22(7)

42<10)
54(1l)

Import (IT) licenses

10 0-40 101(10) Local content/deletion programmes
8 0-40 163(12) Import (IP) licences: State-trading (PT

IPTN); investment controIs
10 0-30 84(9) Import (IP) licences (tractors)
4 0-1I5 87(3) Import (IP) licenses
9 0-40 83(7) Impont (IP) licenses (earthmoving

equipment)
17
14
18

15
30
23
41
4
3

0-30
0-40
0-100
o-:00"

0-40
5s40
0-6<)
0-275
0-30
0-30

50(9)
89(13)
85(16)
113(16)
102(15)
42(13)
6() 14)
162(67)
200(9)
208(5)

Import (IP) licenses (pumps)
Local content programmes
Import (IP) licences (motors)

Regulated exports

Import ban (second-hand ships <500 grt)

62" 0-275" 124(76) Local content plans: lmport (IT/AT)
licences: discriminatory sales tax:
investment controls

59e 10-200" 110(65) Local content plans: Import (IT/AT)
licences: discriminatory sales tax:
investment controls

1 0-5 208(2) State-trading (PT IPTN): investment
controls

18
13
8

17
17
28
29
26
38
27

040 111(20)
0-30 78(10)
0-30 77(7)

0-30
0-30
0-40
0-40
1040
20-40
0-40

63(11)
70(12)
42(12)
52(15)
30(10)

8(5)
45(12)

Import (IT licences (electric organs)

Import (IT) licences (gas lighters);
investment controls (gas lighters)

a Descriptions cover the goods produced by ISIC production activities, since the measures affecting trade and production (such as
tariffs. import licensing and export controls) are applied on a product basis. The table has been constructed using a concordance

developed by the Secretariat between the customs classification (Harmonized System) and 4-digit ISIC activities.
b M.f.n. rates including import surcharges.
c The coefficient of variation (cv) is derived by dividing the standard deviation (given in brackets) by the average tariff rate. The

cv is a measure of relative dispersion: the higher the coefficient the more disperse. and hence distortive, is the tariffs structure.

Source: GATT Secretariat estimates.


